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THURSDAY,  FEBRUARY  7,  1935 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doiighton  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  be  in  order.  The  first  witness 
on  our  schedule  this  morning  is  Mr.  M.  B.  Folsom,  Rochester,  N.  Y., 
who  is  appearing  as  a member  of  the  President’s  Advisory  Council. 

Mr.  Folsom,  will  you  please  come  forward  and  state  for  the  record 
your  business  connections  and  the  capacity  in  which  you  appear  ? 

STATEMENT  OF  M.  B.  FOLSOM,  MEMBER  OF  THE  ADVISORY 
COUNCIL  ON  ECONOMIC  SECURITY,  ROCHESTER,  N.  Y. 

Mr.  Folsom.  My  name  is  M.  B.  Folsom,  Mr.  Chairman  and  gentle- 
men. I am  appearing  as  a member  of  the  Advisory  Council  on 
Economic  Security.  I am  assistant  treasurer  of  the  Eastman 
Kodak  Co. 

Mr.  Treadway.  Let  me  identify  you,  please,  for  the  record.  I see 
your  name  in  this  report  as  a member  of  the  Advisory  Committee 
on  Economic  Security. 

Mr.  Folsom.  Yes,  sir. 

Mr.  Treadway.  There  is  quite  a group  of  those  people  and  there 
are  various  committees.  Would  you  mind  telling  us  as  part  of 
your  introductory  statement — and  I will  not  interrupt  you  in  the 
course  of  your  general  remarks — what  feature  in  the  committee 
you  took  up? 

Mr.  Folsom.  On  our  Advisory  Council  there  were  5 employers 
and  5 representatives  of  labor,  and  10  from  the  general  public.  I 
was  one  of  the  employer  representatives,  and  I went  into  the  un- 
employment compensation  and  also  old-age  security  features. 

Mr.  Treadway.  To  what  extent  did  you  participate,  either  her© 
or  in  New  York  or  in  your  home  town,  in  the  deliberations  of  the 
Council  ? 

Mr.  Folsom.  We  had  four  general  meetings  of  the  Council,  and 
also  we  had  a subcommittee  which  worked  out  a number  of  the 
details.  I was  on  the  subcommittee,  and  I spent  altogether  about 
3 or  4 weeks  in  Washington  on  the  work. 

Mr.  Treadway.  Thank  you. 

Mr.  Folsom.  My  views  on  unemployment  compensation  and  old- 
age  security  are  based  on  a number  of  years  of  experience  with 
these  subjects  in  our  own  company,  and  also  in  foreign  countries 
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where  our  company  has  subsidiary  companies.  We  have  had  con- 
siderable experience  with  governmental  plans  abroad. 

I have  also  been  in  close  touch  with  the  Rochester  unemployment 
benefit  plan,  which  I will  describe  later. 

At  the  outset,  I would  like  to  call  your  attention  to  the  fact  that 
a large  number  of  individual  companies  in  this  country  already  have 
plans  for  providing  security  for  their  workers. 

As  an  illustration,  400  companies,  industrial  companies,  have  in- 
surance plans,  pension  plans,  to  provide  security  for  the  old  work- 
ers, for  the  aged  worker.  Many  of  the  companies  who  are  repre- 
sented on  this  advisory  council  have  had  these  plans  in  operation 
for  several  years. 

As  an  illustration,  the  Eastman  Kodak  Co.  has  a sickness-benefit 
plan,  a disability-benefit  plan,  retirement  annuities,  life  insurance, 
and  unemployment  benefits.  These  plans  were  adopted  by  this 
company  and  other  companies,  not  from  any  paternalistic  or  char- 
itable promptings,  but  as  a matter  of  good  business.  It  wasl  felt 
that  these  plans  would  be  advantageous  to  the  workers,  to  the  stock- 
holders, and  to  the  community  at  large. 

To  illustrate : We  considered  an  annuity  plan.  An  annuity  plan 
is  often  adopted  by  a company  so  that  they  may  retire  older  workers 
who  have  already  passed  their  period  of  usefulness,  and  for  the  same 
reason  unemployment-benefit  plans  have  been  adopted  to  provide  se- 
curity for  the  workers,  and  also  to  serve  as  an  incentive  to  the  com- 
panies to  reduce  unemployment. 

The  employers  on  this  Advisory  Council  and  many  other  employ- 
ers had  hoped  that  voluntary  action  by  companies  in  adopting  a 
plan  of  this  sort  would  give  us  valuable  experience  before  any  legis- 
lation was  necessary.  We  realize  now,  however,  because  of  financial 
conditions,  that  we  could  hardly  expect  many  companies  to  adopt 
plans  of  this  sort  voluntarily.  The  employer  members  of  this  Ad- 
visory Council,  therefore,  reached  the  conclusion  that  some  legisla- 
tion was  necessary  to  provide  this  security  for  workers  in  general, 
and  we  hoped  that  the  legislation  which  will  be  adopted  would  be 
of  a nature  that  would  not  disrupt  business;  and,  also,  that  too 
large  a proportion  of  the  contributions  would  not  be  used  for 
administrative  purposes. 

Therefore,  the  employers  on  the  Advisory  Council  are  in  sympathy 
with  the  general  aims  and  purposes  of  this  bill.  We  would,  how- 
ever, recommend  certain  changes  in  the  unemployment  section  and 
also  in  the  old  age  security  section  which,  in  our  opinion,  would 
enable  it  better  to  accomplish  the  purpose  in  view. 

To  take  up  the  unemployment  compensation  section,  we  have  had 
experience  for  4 years  in  Rochester  with  seven  companies  employing 
about  13,000  workers,  with  an  unemployment-benefit  plan.  We  built 
up  a reserve  over  a period  of  2 years,  and  from  that  reserve  we  paid 
out  benefits  to  workers  who  became  unemployed. 

The  experience  of  these  companies  indicates  such  a plan  is  practi- 
cable. Also,  when  it  is  put  into  operation,  a much  greater  effort  is 
taken  by  the  individual  companies  to  reduce  unemployment,  because 
there  is  a direct  incentive  to  reduce  unemployment  when  you  know 
that  you  will  have  to  pay  benefits  to  workers  who  become  unemployed. 

The  Advisory  Council  recommended,  as  you  know,  from  their 
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report  which  has  been  filed  with  you,  that  a grant-in-aid  plan  should 
be  adopted  rather  than  the  Wagner-Lewis  type  of  bill  which  you 
now  have  before  you. 

There  are  several  reasons  why  the  majority  of  the  Advisory  Council 
favored  the  grant-in-aid  plan.  We  thought  that  it  would  make  pos- 
sible the  setting  up  of  industrial  plans  which  would  cross  State  lines 
and  also  there  could  be  provided  better  minimum  standards  in  the 
Federal  legislation,  thereby  giving  better  protection  to  the  workers 
in  general.  There  would  still  be  considerable  freedom,  however,  for 
the  States  to  experiment. 

We  appreciate,  however,  that  there  are  perfectly  good  reasons  for 
the  proposed  type  of  bill,  and  we  would  not  oppose  it  on  that  score 
alone. 

Mr.  Lewis.  Have  you  brief  descriptions  of  the  plans  of  your  com- 
panies so  far  as  they  touch  aid  to  the  workers,  both  in  the  form  of 
unemployment  aid  and  old-age  pensions? 

Mr.  Folsom.  Yes,  sir. 

Mr.  Lewis.  Have  you  annuity  tables? 

Mr.  Folsom.  Yes,  sir. 

Mr.  Lewis.  Would  you  file  those  with  the  committee? 

Mr.  Folsom.  Yes,  sir. 

The  changes  which  we  W’ould  recommend  in  this  bill  in  the  unem- 
ployment section  are  as  follows:  The  President  in  his  message  to 
Congress  stated  he  hoped  that  the  Federal  legislation  would  not 
foreclose  the  States  from  establishing  means  for  inducing  industries 
to  afford  an  even  greater  stabilization  of  employment. 

Our  Advisory  Council  stated  that  the  two  chief  objectives  in 
unemployment  compensation  legislation  should  be,  first,  to  provide 
compensation  to  people  who  may  be  laid  off,  and,  second,  to  afford 
an  incentive  to  companies  to  stabilize. 

We  feel  that  the  provisions  of  section  608  of  this  bill  practically 
foreclose  the  States  from  establishing  such  a plan.  There  is  a com- 
pulsory pooling  feature  which  requires  1 percent  of  all  funds  to  be 
placed  in  the  pool,  and  also,  that  no  employer,  regardless  of  his 
record,  could  get  a reduction  until  his  reserve  is  15  percent.  No  one 
can  get  a reduction,  according  to  its  provisions,  until  1946,  if  you 
figure  it  out. 

We  feel  that  no  company  will  take  any  extra  means  of  stabilizing 
and  reducing  fluctuations  on  the  chance  that  they  might  get  a reduc- 
tion in  1946. 

We  therefore  think  that  the  recommendations  of  the  Advisory 
Council,  which  were  unanimous  in  that  respect,  that  freedom  should 
be  left  to  the  States  to  set  up  the  type  of  legislation  they  wanted, 
should  be  followed^  whether  they  are  to  have  a straight  pool  sys- 
tem or  separate  company  account  system,  or  a combination  of  the 
two.  We  do  not  ask  Congress  to  decide  which  plan  is  the  best, 
but  we  do  ask  that  the  States  be  given  complete  freedom  as  to  the 
type  of  legislation  to  adopt. 

As  you  know,  there  are  considerable  arguments  for  the  pool-type 
plan  and  considerable  arguments  for  the  separate  company-account 
plan.  We  feel  this  should  be  left  to  the  States  to  decide. 

The  second  point  is  that  this  tax  covers  the  whole  pay  roll,  and 
there  is  no  bill  which  is  being  considered  by  the  State  legislatures 
in  which  the  tax  applies  to  the  entire  pay  roll. 
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Therefore,  we  think  that  the  tax  should  apply  only  to  that  part 
of  the  pay  roll  which  is  eligible  for  compensation  benefits.  There 
is  no  reason  why  that  amount  should  not  be  fixed  the  same  as  it  is 
in  the  old-age  section  of  the  bill.  Otherwise  it  is  $250  a month. 
So  that  the  tax  would  apply  only  on  the  first  $250. 

The  third  suggestion  is  that  we  feel  the  3 percent  tax  is  entirely 
adequate  to  provide  the  benefits  of  this  bill.  We  think  it  would  be 
much  more  desirable — and  several  members  of  the  Advisory  Commit- 
tee felt  that  also — if  the  employees  themselves  paid  a small  part  of 
the  3 percent  tax — say  ^ percent. 

' Mr.  Reed.  Mr.  Chairman,  may  I ask  the  witness  to  repeat  that 
last  ? I did  not  get  that. 

Mr.  F OLSOM.  Several  members  of  the  President’s  Advisory  Council 
were  of  the  opinion  that  the  plan  would  be  very  much  better  if  the 
employees  contributed  a small  part  of  the  cost.  The  plan  as  now 
set  up  places  the  3 percent  entirely  on  the  employers,  with  the  option 
to  the  States  to  place  an  additional  tax  on  employees,  if  they  should 
desire.  But  we  feel  that  3 percent  is  adequate  for  the  benefits 
provided,  and  that  of  the  3 percent,  % percent  should  be  from  the 
employee. 

We  agree  that  the  first  charge  on  unemployment  compensation 
should  be  on  the  employer.  But  we  do  feel  that  employee  contribu- 
tions provide  more  effective  administration  and  cause  the  worker  to 
regard  the  plan  as  part  of  his  own  and  not  something  given  to  him 
as  a gratuity,  and  it  also  prevents  malingering  and  similar  abuses. 

We  feel  that  if  those  changes  are  made  in  the  unemployment 
compensation  provision  of  the  bill,  the  States  will  have  an  oppor- 
tunity to  set  up  a good  plan. 

Now,  regarding  the  old-age  security  section  of  the  bill:  Members 
of  the  Advisory  Council  felt  that  the  original  proposal,  which  pro- 
vides for  these  three  different  plans — public  assistance  to  the  State 
old-age  assistance  plans,  a contributory  system,  and  a voluntary 
annuity  system — were  satisfactory.  We  felt  that  once  you  adopted 
an  old-age  assistance  plan,  because  of  the  tremendous  drains  on 
the  Federal  revenues  in  the  future,  it  becomes  absolutely  necessary 
to  set  up  a contributory  system  so  that  the  drains  on  the  Federal 
Treasury  in  the  future  will  not  be  so  great. 

I have  not  had  very  much  opportunity  to  consider  the  suggestions 
which  were  made  by  the  Secretary  of  the  Treasury  a few  days  ago. 
But  I am  inclined  to  feel  that  the  original  plan  as  recommended 
is  more  practical  than  the  suggested  changes. 

I realize  that  this  is  a very  complicated  subject  to  discuss  in  a 
short  time.  But  the  original  plan  which  we  in  the  Advisory  Coun- 
cil approved,  a tax  going  into  effect,  increasing  very  gradually 
over  a period  of  years,  prevented  the  building  up  of  a very  large 
reserve  fund.  Under  the  proposed  changes  the  taxes  are  increased 
quite  rapidly,  and  a reserve  fund  eventually  amounting  to  $37,000,- 
000,000  is  built  up.  We  believe  that  that  places  entirely  too  heavy 
a load  on  the  present  generation. 

It  should  be  understood  that  even  with  the  proposed  changes  sug- 
gested by  Secretary  Morgenthau,  some  annuities  are  going  to  be 
paid  out  to  the  older  workers  which  have  not  been  earned.  The 
question  is,  who  is  going  to  make  up  that  difference  ? 
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Under  the  original  plan  that  deficit  was  made  up  in  the  future, 
from  1965  on,  by  the  Federal  Government.  Under  the  proposed 
plan,  the  present  generation  of  younger  people  will  be  paying  for 
those  unearned  annuities. 

It  would  also  take,  with  this  sudden  increase  in  contributions, 
to  get  the  3 percent  rate  on  unemployment  compensation,  within  a 
few  years,  a very  large  amount  of  money  from  the  consumptive 
channels,  which  would  be  put  into  the  Federal  Treasury.  That  is 
bound  to  have  some  effect  on  general  conditions. 

But  the  greatest  difficulty  is  the  difficulty  involved  in  investing  a 
huge  sum,  such  as  $37,000,000,000,  because  even  if  it  is  used  to  retire 
the  public  debt,  it  places  a very  large  load  on  the  present  genera- 
tion. You  not  only  must  pay  for  the  old-age  pensions  of  the  past 
generation  which  were  not  provided  at  that  time,  but,  in  addition, 
you  must  pay  for  the  old-age  pensions  of  this  generation,  so  you 
are  putting  a double  load  on  the  present  generation. 

Under  the  old-age  plan,  this  cleficiency  which  is  to  be  met  in  the 
future  is  not  any  greater  than  the  deficiency  which  would  have  to 
be  faced  by  the  Government,  and  by  the  old  people  at  that  time,  if 
you  had  no  pension  plan  at  all. 

We  feel  that  very  serious  consideration  should  be  given  by  this 
committee  to  the  difficulties  involved  in  building  up  this  huge  sum 
of  $37,000,000,000;  the  effect  that  it  is  going  to  have  on  investment 
markets  and  on  business,  and  many  other  considerations  due  to  try- 
ihg  to  transfer  from  one  generation  to  another  generation  such  a 
huge  amount  of  money. 

We  do  not  think  you  can  consider  a Government  plan  on  the 
same  basis  as  you  do  a company  plan.  The  company  pension  plan 
should  be  on  a sound  actuarial  basis.  But  it  is  not  practical  to  try 
to  put  a Government  plan  on  a sound  actuarial  basis  for  the  reasons 
which  I have  indicated. 

Mr.  Lewis.  Speaking  of  stabilization  and  regularization  of  em- 
ployment, your  industry  is  not  a seasonal  industry,  I believe? 

Mr.  Folsom.  It  is  highly  seasonal. 

Mr.  Lewis.  Oh,  it  is? 

Mr.  Folsom.  Yes,  sir.  We  have  a tremendous  peak  in  the  sum- 
mer, due  to  more  films  being  consumed  in  the  summertime  than  in 
the  wintertime. 

Mr.  Lewis.  Have  you  had  some  experience,  then,  with  regulariza- 
tion or  stabilization  in  your  industry? 

Mr.  Folsom.  We  have  had  an  experience  over  35  years  with  it. 

. Mr.  Lewis.  Will  you  give  us  your  experience  before  and  after 
your  efforts  to  stabilize? 

Mr.  Folsom.  I have  a chart  here  which  will  illustrate  that.  We 
have  a plan  which  has  been  in  operation  over  a period  of  35  years, 
under  which  we  produce  steadily  throughout  the  year  in  spite  of  the 
fact  that  there  is  a tremendous  fluctuation  in  our  sales.  As  a result 
of  that,  we  have  comparatively  no  unemployment  during  normal 
times. 

Mr.  Lewis.  You  have  what? 

Mr.  Folsom.  We  have  practically  no  lay-offs  during  normal  times. 

Mr.  Lewis.  How  was  it  before  you  set  to  work  on  that  plan? 
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Mr.  Folsom.  We  had  a decided  variation  in  the  employment  curve. 
Here  is  the  chart  that  I was  referring  to  [indicating].  This  is  our 
sales  line  and  this  is  our  production  line  [indicating  on  chart]. 

Mr.  Lewis.  At  present? 

Mr.  Folsom.  Yes. 

Mr.  Treadway.  What  does  that  illustrate,  please? 

Mr.  Folsom.  The  stabilization  methods  we  use  in  the  Kodak  Co. 
to  prevent  fluctuations  in  employment.  This  is  our  sales  curve,  and 
this  is  the  production  curve  [indicating]. 

Mr.  Lewis.  Did  your  production  curve  formerly  correspond  with 
the  sales  curve? 

Mr.  Folsom.  Not  closely.  There  was  such  a tremendous  peak  we 
could  not  do  it.  But  it  fluctuated  much  more  widely  than  this- 
[indicating  chart]. 

Mr.  Lewis.  That  would  mean  that  at  times  in  the  year  you  would 
have  four  times  as  many  employees  as  at  other  times,  possibly  ? 

Mr.  Folsom.  If  we  produced  according  to  what  we  sold,  yes.  We 
feel  that  most  companies  can  do  a better  job  in  stabilizing  than  they 
have  done.  We  feel  in  order  for  them  to  do  that,  it  would  be  much 
better  if  some  incentive  were  furnished  them  to  stabilize.  If  you 
furnish  that  incentive,  we  feel  that  considerable  progress  can  be 
made  in  this  country  in  reducing  this  fluctuation. 

We  feel  that  these  provisions  in  the  bill  now  will  prevent  that. 

Mr.  Lewis.  Now,  I want  to  come  to  what  is  for  me  the  crux  of  the 
matter.  I will  suppose  a fanciful  case,  so  that  the  question  will  be 
simple  in  outline.  Let  us  say  that  you  can  do  as  much  work  with 
600  men  employed  the  whole  12  months  as  you  could  with  1,200  men 
employed  6 months.  You  might  drop  600  of  your  1,200  and  employ 
those  600  the  whole  year.  That  would  be  regularization  or  stabili- 
zation. But  what  would  it  mean  to  the  600  who  had  lost  out  en- 
tirely? Of  course,  the  question  answers  itself. 

That  is  the  difficulty  that  I have  in  allowing  the  employers  of 
the  United  States  to  remit  themselves  two-thirds  of  this  tax.  They 
will  be  under  a motive  to  regularize,  it  is  true,  but  it  might  further 
increase  the  mass  of  unemployment. 

Mr.  Folsom.  I do  not  think  it  would  work  out  that  way  in  the 
long  run.  You  would  have  more  people  probably  initially  who 
might  be  unemployed,  but  in  the  long  run  they  would  be  employed ; 
and  also  with  a gradual  reduction  in  hours  you  would  cut  down 
that  load. 

Mr.  Treadway.  We  had  a witness  before  us  a few  days  ago  who 
represented  retail  stores.  He  said,  I believe,  that  there  were  some 
700,000  employees  in  those  retail  stores  that  he  represented  who 
are  under  some  private  form  of  old-age  assistance. 

Mr.  Folsom.  There  are  about  2,000,000  in  industrial  companies. 

Mr.  Treadway.  He  said,  if  I am  not  mistaken,  that  in  the  600 
stores  that  he  represented,  there  were  about  700,000  employees  that 
were  covered  by  their  system. 

Mr.  Folsom.  There  are  400  industrial  companies  with  2,000,000 
people  that  have  such  plans. 

Mr.  Treadway.  I may  be  confused  as  to  the  figures,  but  there  are 
a great  many  at  least,  are  there  not  ? 

Mr.  Folsom.  Yes. 
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Mr.  Treadway.  Will  there  be  any  confusion  if  this  Government 
scheme  is  set  up,  with  those  private  organizations,  such  as  your 
own,  for  instance,  the  Eastman  Co. — have  you  something  of  this 
nature  ? 

Mr.  Folsom.  Yes.  As  I have  indicated,  we  have  an  old-age 
pension  plan  on  an  established  acturial  basis.  We  actually  paid  into 
the  Metropolitan  Life  Insurance  Co.  $7,000,000  to  start  that  plan. 

We  feel  that  our  plan  can  be  fitted  into  the  Government  scheme 
with  very  little  trouble.  We  have  done  that  in  several  countries 
abroad. 

Mr.  Teeadw^ay.  You  have  done  it  for  your  employees  abroad? 

Mr.  Folsom.  Yes.  In  France,  for  instance,  they  have  a Govern- 
ment scheme,  and  we  liave  our  own  plan  there.  Our  plan  is  supple- 
mentary to  the  Government  plan.  What  will  actually  happen  is, 
this  plan  covers  only  people  far  below  $250  a month, 'so  you  will 
have  to  have  a plan  to  take  care  of  the  people  who  receive  over  that ; 
and  also,  for  a long  time  under  this  plan,  or  under  any  Government 
scheme,  the  actual  pensions  will  be  lower  than  those  provided  in  the 
company  plans. 

Any  company  plan  that  is  already  in  existence  would  not  be 
affected  because  of  the  amount  of  money  they  have  already  paid  to 
a trust  company  or  an  insurance  company  for  past  service.  That 
would  still  be  there,  and  the  employees  are  going  to  draw  on  it. 

But,  from  now  on,  instead  of  paying  the  full  rate,  which  we 
might  pay  to  insurance  companies,  say  of  3 or  4 percent,  we  would 
pay  a certain  percentage  to  the  Government  and  a certain  percentage 
to  the  insurance  companies. 

_Mr.  Treadway.  So  that  the  adoption  of  any  Government  scheme 
will  not  embarrass  corporations  that  already  have  some  old-age  or 
unemployment  insurance  ? 

Mr.  Folsom.  No.  But  I do  think  it  might  be  possible — and  I think 
the  leeway  should  be  given  to  the  administrative  agency  who  admin- 
isters this  plan,  if  they  find  it  desirable — to  allow  companies  to 
administer  their  own  plans  entirely,  under  proper  safeguards. 

Mr.  Treadway.  But  you  would  not  exempt  corporations  having  a 
plan  from  the  taxation  or  other  features  that  mav  be  incorporated 
in  this  bill? 

Mr.  Folsom.  No;  I would  not. 

Mr.  Treadway.  I think  the  witness  to  whom  I have  referred  rather 
hoped  that  that  could  be  done. 

Mr.  Folsom.  I see  so  many  difficulties  involved  in  it  from  the  ad- 
ministration point  of  view  that  I do  not  see  how  it  is  feasible.  But 
I do  think  they  should  be  given  an  opportunity  later,  under  proper 
safeguards,  to  operate  their  own  plans,  which  would  meet  certain 
standards  set  up  by  the  administrative  agency. 

Mr.  Treadway.  You  are  sufficiently  familiar  with  other  companies 
undoubtedly  so  that  what  you  are  saying  for  the  Eastman  Kodak 
Co.  could  properly  be  said  for  them  also.  In  other  words,  there  is 
no  conflict  between  their  old-age  and  unemployment  insurance  pro- 
grams and  this  plan?  They  are  similar  to  your  own  plan? 

Mr.  Folsom.  I have  talked  this  over  with  insurance  companies 
and  my  opinion  is  based  on  talks  with  them,  and  several  other  com- 
panies which  have  annuity  plans.  I do  not  think  this  plan  would 
upset  present  annuity  plans. 
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Mr.  Treadway.  When  you  speak  of  this  plan,  you  are  referring  to 
the  plan  that  is  incorporated  in  the  bill  before  us. 

Mr.  Folsom.  Yes. 

Mr.  Treadway.  Or  are  you  referring  to  some  suggestions  that  you 
have  made? 

Mr.  Folsom.  No.  I have  made  practically  no  suggestions  of 
changes  in  the  old-age-security  sections  of  the  bill. 

Mr.  Treadway.  How  about  the  unemployment  sections? 

Mr.  Folsom.  I made  several  suggestions  of  changes  there. 

Mr.  Treadway.  Your  position  on  the  advisory  council,  I think 
j'-ou  said,  had  to  do  with  the  old-age-pension  provisions? 

Mr.  Folsom.  No;  with  both. 

Mr.  Treadway.  With  both? 

Mr,  Folsom.  Yes, 

Mr.  Treadway.  So  that  the  ideas  you  are  now  suggesting  were  not 
incorporated  in  the  bill  before  us. 

Mr.  Folsom.  No.  There  were  several  changes  made.  As  the  bill 
now  stands,  it  does  not  incorporate  some  of  the  suggestions  which 
were  made  by  the  advisory  council. 

Mr.  Treadway,  Where  did  those  spring  from,  have  you  any  idea  ? 

Mr.  Folsom.  I do  not  know.  Of  course,  there  is  a difference  of 
opinion  on  a lot  of  these  points, 

Mr.  Treadway.  Certainly. 

Mr.  Folsom.  We  threshed  them  out  for  a number  of  weeks  in  the 
advisory  council  and  made  definite  recommendations.  The  cabinet 
committee  accepted  a large  number  of  those  recommendations,  and 
others  they  did  not  accept. 

Mr.  Treadway.  You  feel,  then,  that  the  suggested  changes  that 
you  have  offered  here  this  morning  originally  were  before  your  coun- 
cil but  were  not  adopted  in  the  final  draft  as  presented  to  this 
committee. 

Mr.  Folsom.  But  one  or  two  of  the  changes,  such  as  employee  con- 
tributions, were  not  recommended  by  the  Advisory  Council,  We  had 
a split  in  the  Advisory  Council  on  that,  some  feeling  that  there 
should  be,  and  others  feeling  that  there  should  not  be. 

Mr.  Treadway.  I think  it  would  be  of  great  help  to  the  commit- 
tee— certainly  it  would  to  me,  and  I think  I voice  perhaps  the  views 
of  the  committee  on  this  point — if  you  could,  instead  of  offering 
these  suggestions  informally,  as  you  have  this  morning,  write  them 
out  and  submit  them  for  our  record,  either  to  the  clerk  of  the  com- 
mittee or  to  the  reporter. 

Mr,  Folsom.  I have  such  a statement  which  I can  give  by  this 
afternoon. 

Mr.  Treadway.  That  would  be  very  useful  to  us. 

Mr.  Folsom.  Very  well,  sir. 

Mr.  Treadway.  One  other  line  of  inquiry.  I understood  you  to 
say — I may  not  have  heard  you  correctly — but  I understood  you  to 
say  that  no  Government  program  could  be  worked  out  on  an  actuarial 
basis;  is  that  correct? 

Mr.  Folsom.  Yes,  sir. 

Mr.  Treadway.  You  do  not  feel  that  we  can  put  into  a Govern- 
ment or  State  law  a system  such  as  an  insurance  company  would 
set  up  ? 

Mr.  Folsom.  No,  sir. 
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Mr.  Treadway.  Is  that  correct? 

Mr.  Folsom.  It  is  not  practical.  I might  say  that  a number  of 
actuaries,  I think,  will  agree  with  that. 

Mr.  Treadway.  It  has  also  been  suggested — it  was  suggested  by  a 
Senator  from  Delaware  yesterday — that  instead  of  earmarking,  if 
you  want  to  call  it  that,  any  of  these  items  in  the  bill,  a general  fund 
should  be  set  up  and  it  should  be  left  entirely  to  the  States  to  deter- 
mine the  method  of  the  use  of  the  money  allocated  by  the  Govern- 
ment. What  would  be  your  view  on  that  feature? 

Mr.  Folsom.  I think  it  is  perfectly  all  right  for  the  States  to 
administer  these  funds.  It  is  a fine  part  of  the  bill  for  the  States 
to  administer  old-age  assistance  which  we  give ; an  outright  pension 
to  people  who  have  not  any  means  of  subsistence.  But  it  is  not 
feasible  at  all  to  work  up  a State  contributory  old-age-pension  plan, 
because  you  do  not  get  the  proper  distribution  of  ages  in  any  one 
State.  In  some  States  you  have  a large  proportion  of  older  people 
and  in  other  States  you  have  a large  proportion  of  younger  people. 
The  population  is  shifting  back  and  forth. 

Mr.  Treadway.  Perhaps  you  do  not  quite  get  my  idea,  Mr.  Fol- 
som. The  suggestion  that  was  offered  us  Avas  that  using  the  prece- 
dent of  Government  contributions  toward  the  construction  of  roads, 
we  give  a lump  sum — that  is,  the  Government  furnishes  a lump  sum. 

Mr.  Folsom.  Yes,  sir. 

Mr.  Treadway.  Could  a lump  sum  be  donated  by  the  Federal 
Government  and  prorated  properly  among  the  States,  allowing  the 
States  to  control  the  whole  situation? 

Mr.  Folsom.  That  is  what  you  are  doing  in  the  old-age  assistance 
part  of  this  plan. 

Mr.  Treadway.  The  bill  controls  legislation  of  the  States  to  a 
certain  extent. 

Mr.  Folsom.  That  was  a plan  which  a number  of  people  favored 
for  unemployment  compensation,  the  grant-in-aid  plan.  It  did  just 
that.  The  money  came  from  Washington  and  was  given  to  the 
States  provided  they  pass  a bill  meeting  certain  requirements. 

Mr.  Treadway.  I judge  that  in  the  main  you  approve  of  this  type 
of  legislation. 

Mr.  Folsom.  Yes,  sir. 

Mr.  Treadway.  Both  from  the  standpoint  of  a business  man  and 
as  a member  of  this  advisory  committee  ? 

Mr.  Folsom.  Yes,  sir.  We  approve  the  general  aims  and  pur- 
poses, but  there  are  a few  changes  which  we  think  would  improve 
the  bill  from  the  working  point  of  vieAV. 

Mr.  Treadway.  I started  awhile  ago  to  ask  you  this  question,  and 
I will  ask  it  now.  It  is  whether  or  not  you  think  that  these  various 
ideas,  which  are  grouped  under  eight  titles  in  the  bill,  should  be 
grouped  into  one  piece  of  legislation. 

Mr.  Folsom.  I think  that  is  entirely  a matter  for  the  Congress  to 
decide. 

Mr.  Treadway.  I thought  you  would  say  that;  but  I did  think 
that  as  a member  of  the  advisory  council  you  would  have  some 
definite  ideas  on  the  subject. 

Mr.  Folsom.  Of  course,  it  would  simplify  it  considerably  for 
people  who  were  trying  to  understand  it,  if  it  were  split  up.  But 
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I cannot  see  that  it  would  make  very  much  difference  from  the 
practical  point  of  view.  We  are  going  to  have  legislation  on  all 
of  these  matters,  so  it  does  not  make  very  much  difference. 

Mr.  Treadway.  Of  course,  they  are  not  interrelated,  with  the  ex- 
ception of  one  or  two  of  them.  They  are  different,  independent 
propositions  here. 

Mr.  Folsom.  It  would  certainly  simplify  matters  if  they  were  sepa- 
rate, but  I do  not  think  it  is  at  all  necessary. 

Mr.  Jenkins.  I would  like  to  ask  you  this  question:  As  I under- 
stand the  philosophy  of  this  measure,  the  idea  is  for  the  Government 
to  collect  the  money  which  is  granted  to  the  States  for  matching 
and  distribution;  is  that  correct? 

Mr.  Folsom.  Yes,  sir. 

Mr.  Jenkins.,  That  is  for  the  old-age  pensions  ? 

Mr.  Folsom.  Yes. 

Mr.  Jenkins.  In  the  matter  of  unemployment  insurance,  it  strikes 
me  that  there  is  a great  difference  in  the  matter  of  procuring  the 
money  and  the  distribution  of  it.  Did  your  council  consider  the 
question  of  the  constitutionality  of  the  method  of  collecting  that 
money  ? 

Mr.  Folsom.  We  had  considerable  arguments  given  to  us  on  both 
methods,  the  grant-in-aid  type  of  plan  and  the  Wagner-Lewis  type 
of  plan,  and  the  recommendations  differed  quite  a little.  But  the 
recommendations  of  our  council  were  that  the  grant-in-aid  plan  be 
adopted,  and  one  reason  was  that  we  thought  you  could  more  and 
better  standards  in  the  grant-in-aid  type  of  bill  than  in  the  other 
bill,  and  we  thought  some  standards  were  desirable. 

Mr.  Jenkins.  I see  nowhere  in  these  reports  any  comment  on 
the  constitutionality  of  these  two  plans.  Was  any  such  report  made, 
and  if  so,  is  it  available — a report  from  lawyers  on  that  matter? 

Mr.  Folsom.  No;  I have  not  seen  it  in  the  form  of  a statement. 
But  we  had  the  views  of  different  people  on  it.  There  was  quite  a 
difference  of  opinion  on  it. 

Mr.  Keed.  I was  curious  to  know  something  of  your  set-up  in 
France.  How  do  your  benefits  compare  there  with  the  benefits  re- 
ceived from  the  government  over  there? 

Mr.  Folsom.  In  France  they  restrict  the  plan  to  people  who  re- 
ceive below  a certain  amount.  That  is  comparatively  low.  It  is 
lower  than  $250  a month,  the  amount  in  this  country.  We  have  a 
large  number  of  people  who  are  not  covered  at  all  by  the  Government 
plan. 

Mr.  Reed.  But  your  benefits,  how  do  they  compare  with  what 
they  get  under  the  Government  plan? 

Mr.  Folsom.  The}^  are  somewhat  more  liberal. 

Mr.  Reed.  I assumed  that  to  be  the  case. 

Mr.  Folsom.  And  I think  that  should  be  true  in  any  Government 
scheme.  I think  a Government  plan  should  be  set  up  on  a bare 
minimum  basis. 

Mr.  Reed.  With  respect  to  the  Advisory  Council’s  recommenda- 
tions, did  these  provisions  which  you  are  now  suggesting  to  the 
committee  have  the  endorsement  of  the  business  interests? 

Mr.  Folsom.  Of  course,  the  five  employers  on  this  council  were 
not  representing  business  as  a whole.  They  were  picked  as  repre- 
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sentative,  but  not  to  represent  all  of  industry.  We  had  no  basis 
for  representing  industry.  On  the  Council  were  Mr.  Teagle,  of 
the  Standard  Oil  Co. ; Mr.  Swope ; Mr.  Leeds ; Mr.  Lewisohn ; and 
myself.  We  were  not  representing  any  group. 

Mr.  Reed,  Were  they  more  or  less  agreed  on  the  suggestions  you 
are  making  here  today? 

Mr.  Folsom.  Yes. 

Mr.  Reed.  That  is  what  I was  interested  to  know. 

Mr.  Folsom.  And  several  others  on  the  Council  were  also  in  agree- 
ment with  us. 

Mr,  Reed.  And  the  changes  were  made  by  the  so-called  “ Cabi- 
net committee  ” ? 

Mr.  Folsom.  Some  of  the  changes  were,  but  some  of  them  were 
not,  as  indicated. 

Mr.  Reed.  There  is  one  other  thing  I would  like  to  ask  you  about : 
How  did  your  council  feel  about  the  employment  agency  that  is  to 
be  set  up  under  this  plan,  Federal  employment  agencies  throughout 
the  country? 

Mr.  Folsom.  Of  course,  there  will  be  State  agencies,  too.  We 
feel  it  is  absolutely  necessary  to  have  an  unemployment  compensa- 
tion bill  administered  through  employment  agencies. 

Mr.  Reed.  Did  you  feel  that  the  experience  of  Great  Britain  and 
other  countries  would  justify 

Mr.  Folsom  (interposing).  But  we  also  feel  that  in  case  a State 
should  allow  a separate  company  account,  there  is  no  reason  why 
those  companies  should  not  administer  their  own  plan  subject  to  the 
jurisdiction  of  the  State  agencies. 

Mr.  Reed.  I was  referring  to  the  set-up  of  employment  agencies 
to  cooperate  in  this  whole  plan. 

Mr.  Folsom.  I think  it  is  necessary. 

Mr.  Reed.  You  think  it  is  necessary? 

Mr.  Folsom.  Yes. 

Mr.  Lewis.  You  spoke  of  3 percent  being  adequate.  Adequate 
with  regard  to  what  situation ; say  with  2,000,000  people  unemployed  ? 

Mr.  Folsom.  This  bill  does  not  attempt  to  take  care  of  employ- 
ment during  a deep  depression.  It  only  covers  unemployment  dur- 
ing normal  times  and  in  minor  depressions. 

Mr.  Lewus.  What  would  it  normally  be  in  the  way  of  an  unem- 
ployment list ; would  it  mean  2,000,000  people  ? 

Mr,  Folsom.  It  is  based  on  what  actually  happened  from  1922  up 
through  1930.  The  tables  are  given  in  the  staff’s  report.  You  can 
find  the  exact  figures  in  the  report  of  the  staff. 

Mr.  Lewis.  Three  percent  would  be  adequate,  let  us  say,  as  to 
2,000,000  people,  for  what  length  of  time — 14,  15,  16  weeks? 

Mr.  Folsom.  The  actuaries  have  based  this  on  a 4- week  waiting 
period,  to  allow  16  to  18  weeks  benefit,  and  for  long  service  people 
you  could  have  an  additional  10  weeks’  benefit.  So  if  a person  has 
been  there  for  a long  time  without  drawing  any  benefits,  he  might 
get  a maximum  of  25  weeks. 

Mr.  Lewis.  And  the  payment  would  be  not  to  exceed  one-half 
the  wages? 

Mr,  Folsom.  Up  to  $15  a week. 

Mr.  Lewis.  And  you  say  3 percent  is  adequate? 
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: Mr.  Folsom.  For  that. 

_ Mr.  Lewis,  You  meant  taking  into  consideration  a hypothetical 
situation,  such  as  I have  described. 

Mr.  Folsom.  Yes,  a situation  such  as  we  had  from  1922  up  through 
1930. 

Mr.  Lewis.  You  spoke  of  young  people  having  to  pay  so  much 
more  for  their  annuity,  the  people  who  will  now  be  candidates,  or 
who  in  2 or  3 years  will  be  candidates.  It  is  a fact,  however,  that 
none  of  them  will  be  even  half  paying  for  their  annuities,  even  under 
the  longest  time  of  payments? 

Mr.  Folsom.  Yes.  A man  who  is  20  or  25  will  pay  practically  for 
his  annuity.  But  in  order  to  make  it  fully  self-supporting,  the  rate 
eventually  should  be  6 percent  instead  of  5 percent. 

Mr.  Lewis.  You  mean  he  will  pay  for  his  half? 

Mr.  Folsom.  I mean  the  contributions  by  him  and  by  the  em- 
ployer will  pay  for  the  annuity  which  he  gets;  that  is,  the  very 
youngest  man. 

Mr.  Lewis.  In  that  extreme  instance,  he  will  have  paid  for  half  his 
annuity,  and  the  employer  will  have  paid  for  the  other  half? 

Mr.  Folsom.  Yes. 

Mr.  Lewis.  That  is  all,  thank  you. 

Mr.  Folsom.  Mr.  Chairman,  referring  to  the  request  that  I file  a 
formal  statement  for  the  record,  embodying  our  ideas  on  this  bill, 
I am  submitting  herewith  a statement  which  I ask  to  have  incor- 
porated in  the  record. 

The  Chairman.  Without  objection  the  statement  may  be  made  a 
part  of  the  record. 

(The  statement  filed  by  Mr.  Folsom  is  as  follows:) 

Statement  to  Ways  and  Means  Committee  of  House  op  Representatives  re: 
Unemployment  Security  Bill,  H.  R.  4120' 

(M.  B.  Folsom,  assistant  treasurer,  Eastman  Kodak  Co.;  member,  Advisory 

Council  on  Economic  Security) 

I am  very  glad  to  apear  before  your  committee  as  I am  a member  of  the 
Advisory  Council  on  Economic  Security  appointed  by  the  President,  and  assist- 
ant treasurer  of  the  Eastman  Kodak  Co.  My  views  on  unemployment  compen- 
sation and  old-age  pensions  are  based  upon  a study  of  these  subjects  extending 
over  a period  of  years,  and  upon  practical  experience  from  the  operation  of 
such  plans  in  our  company.  Through  our  companies  in  foreign  countries  we 
have  also  had  experience  with  the  governmental-insurance  plans  abroad.  I 
have  also  been  in  close  touch  during  the  past  4 years  with  the  operation  of 
the  Rochester  unemployment  benefit  plan. 

At  the  outset  I would  like  to  call  your  attention  to  the  fact  that  many 
individual  companies  throughout  the  country  have  already  adopted  employee- 
benefit  plans  in  order  to  provide  greater  security  for  their  workers.  Thus,  400 
companies  have  adopted  old-age  annuity  plans,  300  of  which  are  backed  by 
reserves  in  the  hands  of  life-insurance  companies  or  other  trustees. 

As  an  illustration,  the  Kodak  Co.  bar  benefit  plans  which  include,  as  you 
will  note,  sickness  benefits,  disability  benefits,  retirement  annuities,  life  insu- 
rance, and  unemployment  benefits.  The  entire  cost  of  all  of  these  benefit  plans 
is  borne  by  the  company,  with  the  exception  of  a provision  for  an  emergency 
contribution  by  employees  under  the  unemployment-benefit  plan.  The  cost  of 
these  plans  as  a percentage  of  pay  rolls  is  greater  than  that  contemplated  in 
the  proposed  legislation. 

These  plans  were  adopted  by  this  and  other  companies,  not  from  any  pater- 
nalistic or  charitable  point  of  view  but  as  a matter  of  good  business.  It  was 
felt  that  these  plans  would  be  advantageous  to  the  workers,  to  the  stock- 
holders, and  also  to  the  community  at  large.  Many  years’  experience  has  con- 
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firmed  tliis  opinion.  To  illustrate:  With  an  annuity  plan  we  are  able  to 
retire  workers  after  they  have  passed  their  period  of  usefulness  and  are 
able  to  replace  them  with  more  efficient  workers  and  to  improve  the  morale 
of  the  whole  organization.  In  the  long  run  these  advantages  will  offset  the 
cost.  Since  the  adoption  of  the  unemployment-benefit  plan  there  has  been 
a greater  incentive  throughout  the  whole  organization  to  reduce  fluctuations 
in  employment.  Savings  which  result  from  providing  steadier  work  will 
offset  the  cost  of  the  benefits  which  are  paid  to  workers  who  might  be  laid  off. 

It  was  the  hope  of  many  in  industry  that  voluntary  adoption  by  companies 
of  annuity  and  unemployment  plans  would  increase  and  become  sufficiently 
wide-spread  so  that  legislation  would  not  be  necessary  or  else  postponed  until 
we  had  a wider  experience  in  this  country.  It  is  interesting  to  note  that  there 
has  been  a considerable  increase  in  the  adoption  of  industrial  pension  plans 
in  recent  years,  even  during  the  depression.  The  financial  problems  faced  by 
most  companies  during  recent  years,  however,  have  been  such  that  the  volun- 
tary adoption  of  these  plans  on  a large  scale  could  hardly  be  expected.  We, 
therefore,  have  reached  the  conclusion  that  legislation  is  necessary  to  provide 
this  security  for  workers  in  general.  We  hope  that  the  legislation  will  be 
such  that  it  will  accomplish  this  purpose  without  at  the  same  time  involving 
serious  disadvantages  to  industry  and  commerce  and  without  too  large  a pro- 
portion of  contributions  being  spent  for  administrative  purposes.  We  know 
that  in  some  of  the  foreign  countries  such  a large  bureaucracy  has  been  built 
up  to  administer  the  plans  that  the  benefits  actually  received  by  the  workers 
are  considerably  less  than  they  should  be. 

We  are  in  sympathy  with  the  general  aims  and  purposes  of  this  bill.  We 
would,  however,  recommend  certain  changes  in  the  unemployment-compensa- 
tion and  old-age-security  sections  which,  in  our  opinion,  would  enable  it  to 
better  accomplish  the  purposes  in  view. 

UNEMPLOYMENT  COMPENSATION 

Since  1931,  7 companies  in  Rochester,  employing  13,000  workers,  have  oper- 
ated an  unemployment  benefit  plan.  Each  company  has  accumulated  its  own 
reserve  fund,  the  amount  of  the  annual  appropriation  depending  upon  the 
experience  of  the  company,  with  a maximum  of  2 percent  of  the  pay  roll. 
Since  January  1,  1933,  benefits  have  been  paid  to  workers  laid  off  or  those- 
working  on  part  time  below  a specified  amount.  Payments  to  date  by  most 
companies  have  represented  only  a small  portion  of  the  fund  accumulated, 
and  the  companies  already  have  a substantial  fund  available  for  the  future. 

The  experience  of  these  companies — it  is  probably  the  best  actual  experi- 
ence with  unemployment  compensation  we  have  in  this  country — -would  indi- 
cate that  the  plan  is  practical  and  that  the  maximum  contribution  of  2 per- 
cent would  be  sufficient  for  the  benefits  fixed  in  the  plan — 2 weeks’  waiting 
period,  maximum  of  13  weeks’  benefits  of  50  percent  normal  pay,  and  a 
maximum  of  $18.75  per  week. 

The  rate  of  contribution  was  fixed  only  after  several  companies  had  made 
a study  of  their  employment  record  over  a long  period  of  years.  A lower 
rate  than  2 percent  was  found  sufficient  for  some  companies,  because  of  their 
work  in  stabilization.  The  Kodak  Co.  has  been  working  on  stabilization 
methods  for  35  years,  and  as  a result  shows  comparatively  little  fluctuations 
in  employment  in  normal  years,  although  faced  with  a very  difficult  seasonal 
fluctuation  in  sales. 

The  experience  already  indicates  that  with  the  plan  in  operation,  greater 
effort  is  made  by  the  entire  organization  of  a company  to  plan  better,  tol 
spread  work,  and  to  adopt  other  means  to  prevent  lay  offs  in  order  to  avoidt 
paying  unemployment  benefits  for  which  nothing  is  received  in  return.  The 
total  lay  offs  in  1933  and  1934  by  the  7 companies  have  been  only  477  (377  in 
1933  and  140  in  1934)  in  force  of  13,000. 

We  are  convinced  of  the  desirability  of  the  general  adoption  of  unemploy- 
ment-compensation plans  but  feel  that  the  kind  of  legislation  to  be  enacted 
is  very  important. 

As  a member  of  the  Advisory  Council  I have  heard  the  arguments  offered  by 
the  various  members  of  the  staff  relating  to  the  Federal  system  of  unemploy- 
ment compensation  and  the  two  types  of  Federal-States  systems.  There  are 
many  arguments  for  one  Federal  system,  but  the  compelling  argument  against 
it  is  that  it  is  almost  impossible  for  any  group  to  devise  one  plan  which  would 
110098— 35— No.  14 2 


956 


ECONOMIC  SECURITY  ACT 


be  workable  or  desirable  for  the  whole  country  with  conditions  so  different 
in  the  various  sections.  Because  of  the  very  limited  experience  in  unemploy- 
ment compensation  plans,  it  is  very  desirable,  as  the  President  indicated  in 
his  message  to  the  Economic  Security  Conference,  that  we  experiment  witji 
different  plans.  If  a Federal  system  were  adopted  we  could  experiment  with 
only  one  plan. 

Several  of  us  on  the  Advisory  Council,  a majority  in  fact,  were  in  favor 
of  a grants-in-aid  plan  rather  than  the  plan  provided  by  this  bill.  We  felt 
that  under  the  former  system  it  would  be  possible  to  set  up  industrial  plans 
covering  more  than  one  State  and  that  an  entire  industry  could  do  a better 
job  in  stabilizing  and  reducing  unemployment  than  individual  companies  in 
any  industry  could  do  in  individual  States.  We  thought  thei-e  should  be 
experimentation  along  industrial  as  well  as  State  lines.  It  was  also  felt  that 
the  workers  would  be  better  protected  because  more  minimum  standards  could 
be  included  in  the  Federal  law  under  the  grants-in-aid  plan  than  under  the 
proposed,  plan.  There  would  still  be  considerable  freedom  to  the  States,  but 
only  above  certain  minimum  standards.  We  appreciate,  however,  that  there 
are  also  good  reasons  for  adopting  the  proposed  type  of  bill. 

The  Advisory  Council  recommended  a number  of  minimum  standards  which 
it  felt  should  be  incorporated  in  the  Federal  legislation  regardless  of  the  tjT© 
of  plan  decided  upon.  These  standards  related  to  number  of  weeks’  benefits, 
the  amount  of  benefits,  the  waiting  periods,  etc.  We  understand  that  one 
reason  why  these  standards  were  omitted  from  the  bill  was  the  possibility 
of  constitutional  objections. 

There  are  certain  other  specifications  imposed  upon  the  State  legislation  in 
the  present  bill  which  are  just  as  much  regulatory  as  the  standards  the 
Advisory  Council  recommended  and  would,  it  seems,  run  into  the  same  con- 
stitutional question.  Some  of  these  specifications  also  restrict,  in  a large 
measure,  the  freedom  of  the  States  to  experiment,  and  are  otherwise  objec- 
tionable. 

Section  608  requires  as  conditions  for  obtaining  the  additional  credit  allow- 
ance that  at  least  1 percent  of  the  employer’s  pay  roll  must  be  contributed 
to  a pooled  fund  in  the  State,  that  the  full  payment  of  compensation  must  be 
guaranteed,  and  that  no  reduction  in  contribution  will  be  permitted  until  the 
reserve  account  reaches  15  percent  of  the  total  payroll.  In  his  message  to 
Congress  on  January  17,  1935,  the  President  stated  that : 

“An  unemployment-compensation  system  should  be  constructed  in  such  a 
way  as  to  afford  every  practicable  aid  and  incentive  toward  the  larger  purpose 
of  employment  stabilization  * * *. 

“ Moreover,  in  order  to  encourage  the  stabilization  of  private  employment, 
Federal  legislation  should  not  foreclose  the  States  from  establishing  means  for 
inducing  industries  to  afford  an  even  greater  stabilization  of  employment.” 

It  is  my  opinion,  which  is  shared  by  many  others  who  have  been  working 
on  the  plan,  that  the  provisions  in  section  608  of  the  bill  for  all  practical  pur- 
poses do  “ foreclose  the  States  from  establishing  means  for  inducing  industries 
to  afford  an  even  greater  stabilization  of  empiloyment.”  If  these  provisions 
are  allowed  to  stand,  reduction  in  contribution  which  an  employer  might 
receive  because  of  good  employment  record,  is  so  distant  in  the  future  that 
there  is  practically  no  incentive  for  him  to  stabilize.  If  we  assume  that  the 
rate  will  be  1 percent  in  1936,  2 percent  in  1937,  and  3 percent  thereafter, 
and  that  1 percent  is  paid  each  year  into  the  pooled  fund  and  0.3  percent  into 
the  Federal  administrative  fund,  the  reserve  account  of  an  employer  would 
not  reach  15  percent  until  1946,  and  he  would  not  receive  any  credit  for  good 
employment  record  until  that  time.  Obviously  an  employer  would  not  do  very 
much  about  stabilization  in  1936  and  1937  on  the  chance  that  he  might  get 
a reduction  in  his  rate  in  1946.  These  provisions  would  also  make  it  very 
difficult  for  smaller  companies  to  receive  a reduction  in  rate  because  of  in- 
ability to  furnish  the  required  guarantees. 

These  provisions  are  not  at  all  in  accord  with  the  recommendations  made 
by  the  Advisory  Council  on  Economic  Security,  on  which  were  representatives 
of  employers,  labor,  and  the  general  public.  There  were  5 employers,  5 labor 
representatives,  and  10  from  the  general  pul)lic.  We  were  in  accord  with  the 
President’s  message  to  the  Economic  Security  Conference  that  the  States  be 
permitted  to  experiment  along  different  lines.  These  provisions  cited  above 
practically  bar  States  from  experimenting  with  a system  of  separate  accounts 
and  will  prevent  experimentation  in  the  one  field  which  employers  who  have 
had  experience  with  unemployment  benefit  plans  feel  is  the  most  promising 
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one.  We  want  to  try  to  reduce  unemployment  in  the  future  and  not  to  pay 
benefits.  We  are  convinced  that  with  the  proper  incentive  considerable  progress 
can  be  made  in  this  direction. 

The  plan  which  the  Advisory  Council  recommended  and  which  was  acceptable 
to  the  labor  and  public  representatives  as  well  as  the  employer  representatives, 
provided  that  the  States  could  adopt  State-wide  pooling  of  funds,  a separate 
account  system,  or  a combination  of  the  two.  In  case  a separate-account 
system  was  adopted  we  recommended  that  the  employer  to  obtain  a separate 
account  be  required  to  put  up  adequate  financial  guaranty  while  his  account 
was  being  built  up,  and  that  no  reduction  in  rate  be  allowed  until  his  reserve 
was  adequate.  The  provision  that  all  funds  are  to  be  invested  by  the  Federal 
Government  and  that  adequate  guaranties' must  be  put  up  by  the  companies 
with  separate  accounts,  overcome  many  objections  which  have  been  offered 
to  the  separate  account  system.  We  feel  that  if  a State  wants  to  permit  sep- 
arate accounts  under  these  conditions,  it  should  be  allowed  to  do  so.  We 
would,  therefore,  i-ecommend  that  subparagraph  (8),  section  608  be  eliminated 
entirely,  that  corresponding  change  be  made  in  definition  under  paragraph  606 
and  that  the  amount  of  the  reserve  be  changed  from  15  peix-ent  to  10  percent. 

We  realize  that  there  is  a decided  difference  in  opinion  as  to  the  two  prin- 
cipal systems  of  unemployment  compensation,  the  pooled  system  and  the 
separate-account  system.  Many  of  the  experts  and  those  who  are  approaching 
the  subject  from  a theoretical  point  of  view  favor  the  pool  or  so-called  “ insur- 
ance system  ” on  the  theory  that  unemployment  is  an  insurable  risk ; to  get 
proper  coverage  you  must  pool  all  the  risks  and  make  them  all  pay  the  same 
rate.  Practically  all  actuaries  contend  that  unemployment  is  not  an  insurable 
risk.  Even  if  it  w’ere,  there  is  no  reason  why  rates  should  not  vary  according 
to  the  risk  as  in  all  other  forms  of  insui'ance. 

We  thoroughly  agree  with  the  theory  back  of  this  bill  that  unemployment 
compensation  should  cover  only  a limited  period.  We  agree  with  the  great 
majority  of  actuaries  who  contend  that  unemployment  is  not  an  insurable 
risk  and  are  glad  that  this  bill  does  not  attempt  to  handle  the  problem  as 
insurance. 

These  experts  also  contend  that  individual  employers  cannot  do  anything 
about  reducing  the  fiuctuations  of  employment  and  that  there  is  thus  no  need 
for  offering  an  incentive  for  stabilization.  Many  do  not  agree  with  them. 
One  of  the  chief  purposes  of  this  legislation,  as  advocated  by  the  President,  Sen- 
ator Wagner,  and  others  in  the  past,  is  that  there  should  be  incentive  for 
employers  to  reduce  unemployment.  That  should  be  the  goal  rather  than  the 
actual  paying  of  benefits.  The  straight  pool  system  under  which  all  em- 
ifioyers  contribute  at  the  same  rate  cannot  serve  as  an  incentive  to  stabilize. 
On  the  other  hand,  it  will  change  the  whole  employment  policy  of  a company 
and  will  undoubtedly  result  in  greater  layoffs  during  the  early  stages  of  a 
depression.  There  will  be  no  incentive  for  a company  to  spread  employment, 
and  when  it  is  necessary  to  curtail  production  the  least  efficient  workers  will 
be  laid  off  immediately  and  the  other  workers  kept  on  full  time.  The  actu- 
aries, we  understand,  have  assumed  that  under  a pool  plan  an  allowance  must 
be  made  for  an  increase  in  unemployment.  The  report  of  the  Security  Com- 
mittee pointed  out  that  larger  benefit  payments  are  possible  under  the  sep- 
arate-accounts system. 

Those  who  contend  that  nothing  can  be  done  about  stabilization  have  in 
most  cases  had  no  practical  experience.  The  companies  with  unemployment- 
benefit  plans  in  operation  all  state  that  they  do  serve  as  a strong  incentive  to 
stabilize.  This  has  been  the  case  in  Rochester.  Even  those  companies  which 
previously  had  a good  record  in  employment  stabilization  have  found  that 
they  could  do  a better  job.  This  has  already  been  the  experience  in  Wis- 
consin where  the  law  only  went  into  effect  in  July  1934  and  benefits  are  not 
yet  payable.  (The  present  Wisconsin  plan  could,  of  course,  not  operate  under 
the  provisions  in  this  bill.)  We  feel  that  if  the  employer  has  an  incentive, 
and  the  only  incentive  which  really  counts  is  the  possible  reduction  in  his 
rate,  the  great  majority  of  employers  can  do  a better  job  than  they  have  done 
and  that  much  steadier  work  will  be  provided  to  a great  many  workers.  We 
feel  that  progress  can  be  made  in  this  direction  exactly  in  the  same  way  that 
self-insurers  under  workmen’s  compensation  have  reduced  accidents  in  recent 
years.  If  a company  or  industry  can  provide  steadier  work,  it  will  generally 
result  in  lower  costs — a steady  worker  can  produce  more  per  hour — and 
lower  prices  to  the  consumer.  Thus  all  three  interests  benefit— the  worker, 
the  employer,  and  the  consumer. 
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Those  including  some  employees  who  say  that  individual  employers  cannot 
do  anything  about  unemployment  generally  have  in  mind  deep  depressional 
unemployment.  The  plan  set  up  in  this  bill  is  not  intended  to  take  care  of 
depressional  unemployment  but  only  unemployment  during  normal  times, 
minor  depressions  and  the  first  year  of  a deep  depression.  It  is  this  type  of 
unemployment  which  an  individual  company  can  do  much  to  prevent.  If  this 
can  be  done,  a larger  portion  of  the  fund  would  he  conserved  for  the  depres- 
sions and  would  serve  as  a better  meairs  to  prevent  the  depression  from  going 
so  low.  Companies  can  also  do  a better  job  with  depressional  unemployment.. 

The  employers  on  the  Advisory  Council  do  not  take  the  defeatist  attitude 
that  nothing  can  be  done  but  ask  that  industry  be  given  some  incentive  to 
reduce  unemployment.  We  would  therefore  strongly  urge  that  these  changes 
be  made  in  the  bill  so  that  the  States  will  not  be  prevented  from  offering  the 
incentive  the  President  urged  in  his  message.  We  don’t  ask  you  to  decide 
between  the  two  plans  but  to  permit  States  the  freedom  to  select  the  plan  it 
desires. 

The  provisions  in  section  606,  relating  to  guaranteed  employment,  require 
such  high  guaranties  that  extremely  few  companies  are  likely  to  take  advantage 
of  this  provision.  Many  thoughtful  employers  consider  the  guarantee  of 
employment  very  promising.  Some  progress  has  already  been  made  in  Wis- 
consin where  a reasonable  guarantee  of  employment  plan  is  permitted.  It  is 
better  to  assure  employment  than  to  pay  benefits.  The  Advisory  Council  rec- 
ommended that  a guaranteed  employment  plan  should  be  permitted  in  the- 
States  if  at  the  first  of  the  year  employment  were  guaranteed  for  at  least 
55  percent  of  a year’s  work.  We  would  recommend  that  this  condition  be 
changed  to  permit  guarantee  plans  if  30  weeks  of  full  wages  were  guaranteed 
or  40  weeks  of  only  three-fourths  wages.  Such  a plan  would  actually  provide- 
greater  benefits  than  the  compensation  plan. 

Referring  to  subparagraph  (d),  section  608,  it  is  recommended  for  the 
same  reasons  as  given  above  that  the  compulsory  contribution  to  the  pooled 
fund  be  eliminated  and  also  that  variations  be  allowed  at  the  end  of  3 years 
after  contributions  are  first  paid  instead  of  5 years.  The  States  could  still 
require  either  or  both  of  these  conditions  but  they  should  not  be  made  com- 
pulsory. It  should  be  emphasized,  however,  that  this  so-called  “ merit  rating 
pooled  fund  ” system  cannot  serve  as  nearly  so  good  an  incentive  to  the 
employed  to  stabilize.  There  is  no  assurance  that  he  will  actually  receive- 
the  reduction  even  should  his  employment  record  be  good.  England  had  such 
a provision  in  their  unemployment-insurance  plan  but  it  was  never  put  into 
effect. 

Ten  percent  would  seem  too  high  for  the  administrative  costs  of  the  plan. 
This  should  be  considered  a maximum:  and  not  as  a regular  charge. 

The  bill  as  it  now  stands  imposes  a tax  on  the  total  pay  roll  of  employers. 
While  there  are  no  standards  in  the  bill  as  to  employees  to  be  covered  under 
the  State  bills,  practically  all  the  State  bills  which  have  been  proposed  cover 
both  for  tax  purposes  and  benefits  only  workers  who  receive  less  than  $50  per 
week.  Under  the  Wagner-Lewis  bill  of  last  year,  the  tax  applied  only  to  the 
Avages  of  those  eligible  for  unemployment  compensation  and  did  not  apply  to- 
any  part  of  the  wages  of  those  receiving  over  $250  per  month.  In  order  to 
simplify  the  administration,  our  Advisory  Council  recommended  that  the  tax 
should  apply  to  the  first  $50  per  week  wages  of  everyone  and  that  everyone 
should  be  eligible  for  benefits  with  a maximum  of  $15  per  week.  It  is  ob- 
viously unfair  to  have  the  tax  apply  to  that  part  of  the  pay  roll  which  cannot 
be  considered  for  benefits.  In  the  old-age-security  section  of  the  proposed  bill 
employees  receiving  over  $250  a month  are  excluded  entirely,  both  for  con- 
tributions and  benefits.  We  therefore  recommend  that  either  this  provision 
be  adopted  in  the  unemployment-compensation  section  of  the  bill  or,  if  desirable 
for  administrative  purposes,  the  first  $250  per  month  of  all  employees  be- 
included  in  the  payroll  subject  to  the  tax. 

The  bill  as  proposed  places  the  tax  entirely  upon  the  employer.  Therefore 
the  only  way  in  which  the  plan  can  be  made  contributory  is  to  have  the  States 
place  an  additional  tax  on  the  employees.  We  feel  that  the  3-percent  rate  is 
entirely  adequate  to  set  up  an  unemployment-compensation  system  to  achieve 
the  purpose  which  this  bill  has  in  mind,  that  is  unemployment  during  normal 
years,  minor  depressions,  and  the  first  stages  of  a deep  depression.  Basetl 
upon  the  experience  of  the  Rochester  companies,  the  3-percent  contribution 
should  provide,  with  a 4 weeks  waiting  period,  longer  benefits  than  the  actu- 
aries have  estimated.  The  actuaries  have  very  meager  data  on  which  to  base- 
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their  estimates  and  I am  in  accord  with  the  conservative  position  which  they 
have  taken.  I believe,  however,  that  with  a system  set  up  to  provide  the 
incentive  to  reduce  unemployment,  the  experience  will  show  that  the  3-percent 
rate  will  give  longer  benefits  than  the  actuaries  have  estimated. 

Although  some  members  of  the  Council  have  recommended  to  you  that  a 
higher  rate  be  assessed,  I would  call  your  attention  to  the  fact  that  the  Coun- 
cil as  a body  recommended  the  3-percent  rate.  The  employers  and  many  others 
on  the  Council  feel  this  rate  is  adequate  and  in  addition  that  it  would  be  detri- 
mental to  business  in  general  to  impose  a higher  rate.  We  also  consider  it 
wery  important  that  the  provisions  for  lower  rates  in  1936  and  1937,  if  business 
•does  not  show  a certain  amount  of  recovery,  be  retained. 

Although  a majority  of  the  Council  voted  against  employee  contributions, 
:many  of  us  thought  that  the  plan  would  be  more  successful  if  the  employee 
'Contributed  a small  amount,  say  one-half  of  1 percent.  We  agree  that  the  first 
charge  of  unemployment  compensation  should  be  on  the  employer  as  he  can  do 
something  about  reducing  unemployment  while  the  employee  can  do  very  little. 
Employee  contributions,  however,  would  provide  more  effective  administration 
and  would  cause  the  worker  to  regard  the  plan  as  partly  his  own  and  not  as 
something  given  to  him  as  a gratuity.  It  would  thus  operate  to  prevent  malin- 
gering and  similar  abuses.  In  all  the  systems  abroad,  with  the  exception  of 
Russia,  the  employees  contribute. 

Referring  to  section  602,  subparagraph  (d),  which  reads  in  paid  as  follows: 
•“  Compensation  is  not  denied  in  such  States  to  otherwise  eligible  employees  for 
refusing  to  accept  new  work  under  any  of  the  following  conditions  * * * 

(3)  if  acceptance  of  siich  employment  would  either  require  the  employee  to 
join  a company  union  or  would  interfere  with  his  joining  or  retaining  mem- 
bership in  any  bona  fide  labor  organization.”  The  Advisory  Council  recom- 
mended a different  wording  for  this  condition  which  seemed  fair  and  impartial 
.and  reads  as  follows : “ If  acceptance  of  such  employment  would  effect  the 
applicant’s  right  to  accept  or  refrain  from  accepting  or  retaining  membership 
in  or  observance  of  the  rules  of  an  organization  of  employees.”  We  recom- 
mend this  change  be  made. 

Old-age  security. — The  subject  of  pensions  is  a very  involved  one  and  with 
the  complicated  sections  in  the  proposed  bill,  setting  up  three  different  forms 
of  old-age  security,  it  is  difficult  to  get  a clear  idea  of  the  provisions  and  the 
ultimate  effects  of  the  bill.  To  simplify  the  problem  for  my  own  study  I 
have  prepared  a number  of  charts  which  are  based  upon  the  studies  made 
by  the  actuarial  staff  and  which  I am  glad  to  present  to<  the  committee.  In 
general,  we  are  in  favor  of  the  three-point  program  recommended  by  the 
Committee  on  Economic  Securit.y  and  the  old-age  security  section  of  this 
bill.  There  are  certain  changes  we  would  suggest. 

Very  strong  arguments  can  be  made  for  providing  pensions  in  a systematic 
way  to  aged  persons  who  have  no  means  of  subsistence.  A larger  percentage 
•of  these  people  are  dependent  than  formerly  due  in  part,  but  not  wholly,  to 
the  depression.  Due  to  the  depression  it  has  hecome  more  and  more  difficult 
for  the  children  to  take  care  of  the  aged,  which  has  thrown  a' larger  number 
of  these  people  on  relief. 

A number  of  the  middle-aged  people  have  lost  their  savings  during  the  de- 
pression and  it  will  be  difficult  for  many  of  them  to  make  up  this  loss  before 
retirement  age.  The  difficulties  of  the  older  worker  in  industry  have  been 
:greatly  exaggerated,  as  surveys  show  that  the  percentage  of  layoffs  among 
older  workers  is  much  lower  than  among  younger  workers.  It  is  true,  never- 
theless, that  when  an  older  worker  loses  employment  it  is  difficult  for  him  to 
find  reemployment.  It  must  be  expected  that  many  of  the  older  group  now 
among  the  unemployed  will  find  it  difficult  to  get  jobs  even  when  normal  busi- 
ness conditions  return.  It  would  therefore  seem  that  this  country  is  facing, 
as  practically  all  other  countries  in  the  world  have  faced,  the  pension  problem. 

The  first  step  has  already  been  taken  by  29  States  inaugurating  a system  of 
old-age  assistance,  giving  stated  amounts  to  the  aged  who  have  no  means  of 
livelihood  or  very  limited  means.  The  poorhouse  method  of  taking  care  of  this 
problem  is  not  a desirable  one  and  is  probably  more  expensive  than  the  assist- 
ance method. 

The  total  amount  of  the  grants  under  the  present  State  plans  would  be  con- 
siderably larger  if  many  of  the  aged  were  not  on  relief  rolls  of  local  govern- 
ments, State  and  Federal  Governments.  It  is  a logical  next  step  to  have  the 
Federal  Government  assist  the  States  in  meeting  the  cost  of  this  old-age  assist- 
.ance.  The  Government,  through  relief,  is  already  giving  assistance  to  many 


960 


ECONOMIC  SECUEITY  ACT 


of  these  people.  Granting  of  pensions  is  a more  systematic  way  of  meeting 
the  problem  and  provides  greater  sense  of  security  to  the  aged.  The  Federal 
bill  will  also  raise  the  standards  in  some  of  the  States.  The  average  grant  is. 
now  $19.74  per  month. 

The  actuaries  have  estimated  the  cost  to  the  Federal  Government  of  these 
grants — the  annual  appropriations  increase  at  a surprising  rate.  This  is 
due  partly  to  the  fact  that  the  number  of  old  people  in  the  country  is  gradually 
increasing,  but  largely  to  the  fact  that  for  many  years  more  people  will  be 
added  to  the  rolls  each  year  than  are  taken  off.  The  cost  will  not  hecome 
stabilized  until  the  population  has  been  stable  and  until  the  number  of  pen- 
sioners who  die  each  year  equal  the  new  pensioners  who  are  added.  Actuaries 
estimate  that  in  25  or  30  years  the  actual  number  of  old  people  will  have 
doubled ; even  should  there  be  no  further  decline  in  the  mortality  rate.  Another 
important  factor  in  estimating  the  amount  of  the  Federal  subsidy  is  the  de- 
pendency ratio  used.  There  is  very  little  basis  for  estimating  dependency  in 
the  future,  and  I feel  the  estimates  used  are  probably  maximum.  Chart  no.  1 
shows  the  amount  of  Federal  subsidy  to  the  old-age  assistance  plan,  assuming 
there  is  no  contributory  system  in  effect.  It  is  evident  from  this  chart  that  the 
subsidy  of  the  State  old-age  pension  plan  will,  in  the  course  of  a few  years, 
involve  a heavy  drain  upon  the  Federal  Government,  reaching  one-half  billion 
dollars  in  1945  and  over  a billion  dollars  by  1960.  This  heavy  drain  upon  the 
Federal  revenue  is  one  of  the  principal  reasons  why  once  the  State  and 
Federal  Governments  have  embarked  upon  old-age  assistance  plans  it  becomes 
necessary  to  adopt  a contributory  system.  Also,  it  would  be  bad  psychology  to 
have  a pension  plan  in  this  country  based  on  the  principle  that  a person  with 
no  means  of  subsistence  would  receive  a pension  and  those  who  had  been 
thrifty  would  not  receive  one.  Under  a s.ystem  of  this  sort  only  a minimum 
pension  could  be  granted  because  of  the  tremendous  cost  involved  in  granting 
a more  adequate  pension.  For  the  same  reason  it  would  also  be  necessary 
to  apply  the  means  test.  The  tremendous  cost  involved  in  increasing  the- 
amount  of  these  Federal  grants  above  $15  per  month  is  obvious  from  a study 
of  the  chart,  and  we  would  not  favor  any  larger  grants. 

These  are  considerations  which  led  the  Advisoi-y  Council  to  accept  the 
recommendation  of  the  technical  staff  that,  simultaneously  with  the  adoption 
of  the  assistance  plan,  a contributory  annuity  system  be  inaugurated.  In 
considering  a sound  plan  of  annuities,  either  for  a company  or  for  the  whole 
country,  it  is  important  to  realize  that  there  is  a large  accrued  liability 
existing  at  the  time  that  a plan  is  inaugurated.  A group  of  people  starting- 
in  an  annuity  plan  at  age  20  or  25  could  finance  a pension  plan  on  a sound 
basis  with  annual  contributions  of  modest  sums.  We  are  faced,  however, 
with  the  situation  as  it  exists  in  which  there  are  people  of  all  ages.  (In 
the  case  of  the  Kodak  Co.,  at  the  time  oiir  plan  was  inaugurated  in  1928, 
we  paid  to  the  insurance  company  over  7 million  dollars  to  take  care  of  the 
accrued  liability  which  covered  service  rendered  by  employees  prior  to  the 
adoption  of  the  plan.)  The  actuaries  have  estimated  that  under  the  con- 
tributory annuity  plan  recommended,  this  accrued  liability  to  the  Government 
would  be  about  17  billion  dollars.  Obviously  it  is  not  necessary  for  the 
Government  to  put  this  stim  into  the  plan  now  because  the  payments  which 
are  to  be  made  will  be  small  for  a number  of  years.  This  sum  could  be 
spread  over  a period  of  years  but  again  the  actuaries  point  out  that  this  is 
unnecessary  because  the  income  will  be  sufficient  to  pay  the  annuities  for  a 
long  time.  They  therefore  discarded  the  plan  under  which  the  whole  accrued 
liability  would  be  financed  initially  b.y  the  Government. 

The  second  plan  which  could  be  adopted  was  to  pay  out  to  the  individuals 
in  annuities  only  the  amount  which  they  actually  earned  through  their  own 
and  their  employers’  contribution  and  to  keep  the  plan  on  an  actuarily  sound' 
basis.  This  would  result  in  very  small  annuities  for  many  years  and  would 
also  result  in  an  accumulation  of  a very  large  I’eserve,  amounting,  it  is  esti- 
mated, to  75  billion  dollars.  It  would  be  very  difficult  if  not  impossible  to 
invest  this  huge  sum.  For  many  years,  because  of  the  small  annuities,  the 
pension  problem  would  not  be  met.  The  plan  which  was  finally  recommended 
by  the  committee  and  staff  and  approved  by  the  Advisory  Council  and  Eco- 
nomic Security  Committee  was  a compromise  plan  between  these  two  ex- 
tremes— partly  pay-as-you-go  but  also  accumulating  a reasonable  reserve,  but 
not  the  total  reserve.  A pension  will  be  paid  to  the  workers  who  are  middle- 
aged  and  over  beyond  what  they  have  actually  earned.  This  win  help  solve. 
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the  pension  porblem  and  prevent  the  accumulation  of  too  large  a reserve. 
At  tlie  same  time  it  means  that  the  Federal  Government  at  some  future  date, 
beginning,  it  is  estimated,  in  1963,  will  find  it  necessary  to  make  up  the  deficit 
caused  by  the  middle-aged  and  older  people  during  the  first  years  of  the  plan 
drawing  out  in  pensions  more  than  they  earned.  The  charts  show  how  these 
various  factors  work. 

It  should  also  be  pointed  out  that  with  this  plan  in  operation  there  would 
be  a considerable  reduction  in  later  years  in  the  amount  of  money  which  it 
would  be  necessary  for  the  Government  to  give  the  States  to  subsidize  the 
assistance  plan.  The  difference  between  the  subsidy  with  and  without  a pern 
sion  plan  can  be  considered  as  savings,  due  to  the  inauguration  of  a contribu- 
tory system.  These  savings  should  be  compared  with  the  deficit  which  the 
Federal  Government  will  later  have  to  make  up  due  to  paying  the  older 
people  more  than  they  earned  during  the  first  years.  Upon  making  this  com- 
parison it  is  found  that  up  to  1980  the  cost  to  the  Government  under  thd 
combined  insurance  and  assistance  plan  will  be  less  than  under  the  assistance 
plan  alone  and  we  would  have  had  a good  pension  plan  ail  during  that  time. 

I have  not  had  an  opportunity  to  study  carefully  the  changes  in  the  bill 
recommended  by  Secretary  Morgenthau.  With  two  of  these  suggestions  I am 
in  accord.  In  the  plan  recommended  by  the  Advisory  Council,  domestic 
servants  and  agricultural  workers  were  excluded  because  of  the  tremendous 
administrative  difficulties  involved.  It  was  felt  that  these  might  later  be  in- 
cluded, if  the  administrative  difficulties  could  be  overcome.  We  would,  there- 
fore, agree  that  these  three  groups  of  workers  should  be  excluded  from  the 
present  bill. 

We  would  also  agree  with  the  suggestion  that  the  sale  of  voluntary  annui- 
ties be  transferred  from  the  Social  Insurance  Board  to  the  Treasury  Depart- 
ment. We  see  no  serious  objection  to  having  these  annuities  sold,  provided 
the  amound  sold  to  any  one  individual  is  limited,  as  the  bill  now  provides, 
and  also  provided  that  this  part  of  the  plan  is  self-supporting  and  will  not 
involve  any  cost  to  the  Government. 

I am  not  inclined  to  agree  with  the  suggestion  that  the  rates  of  contribu- 
tion be  increased  to  the  extent  suggested.  I think  that  too  great  emphasis 
has  been  placed  on  the  deficit  which  must  be  met  by  the  Government  35  years 
from  now  and  that  not  enough  attention  has  been  given  to  the  investment 
problems  involved  in  handling  tremendous  reserves  of  $37,000,000,000  which 
will  be  built  up  under  the  proposed  amendment.  Even  if  it  is  used  to  retire 
the  Government  debt,  it  is  too  much  of  a load  to  put  on  the  present  genera- 
tion, that  must  also  meet  the  load  of  pensions  to  the  aged  of  the  liresent 
generation,  not  provided  by  the  previous  generation. 

Most  actuaries  and  students  feel  that  you  cannot  consider  the  Govern- 
mnt  plan  on  the  same  basis  as  the  company  plan.  While  it  is  unsound  to 
have  a company  plan  on  anything  but  an  actuarially-sound  basis,  the  diffi- 
culties involved  in  putting  a Government  plan  on  an  actuarially  sound  basis 
are  so  great  that  a plan  more  nearly  on  a pay-as-you-go  basis  is  the  more 
practical  one.  Under  the  original  plan  recommended  by  the  Advisory  Council, 
the  reserve  would  reach  11  billion  dollars,  but  this  fund  to  a large  extent 
would  actually  be  used  to  finance  the  Federal  subsidies  to  the  State  old-age 
assistance  plans,  and  the  net  reserve  at  any  time  would  not  be  in  excess  of 
4 billion  dollars.  Under  the  proposed  plan,  the  reserve  will  reach  6 billion 
dollars  in  10  years,  15  billions  in  15  years,  and  37  billions  eventually.  Even 
if  the  fund  were  used  for  the  subsidies  to  the  States  old-age  assistance  plans 
it  will  reach  over  15  billion  dollars. 

When  the  reserve  fund  reaches  the  10-  or  15-billion-dollar  level  during  the 
early  stages  when  the  benefit  payments  are  comparatively  low,  there  will  be 
a strong  tendency  either  to  enlarge  the  benefits  or  to  ’reduce  the  contributions, 
with  a resulting  deficit  to  be  met  by  the  Government  in  later  years. 

The  original  plan  had  the  big  advantage  of  going  into  effect  gradually  over 
a period  of  years,  with  little  danger  of  an  adverse  effect  on  industry  and 
commerce.  The  proposed  plan,  together  with  the  3-percent  tax  on  employ- 
ment compensation,  will  soon  take  a very  large  sum  away  from  regular  con- 
sumption channels,  with  a possible  depressing  effect. 

It  should  be  pointed  out  that  the  deficit  to  be  faced  in  1970  and  beyond, 
under  the  original  plan,  is  not  any  greater  than  that  to  be  faced  if  nothing 
were  done  now.  Also  that  that  deficit  is  no  greater  than  the  one  to  be  faced 
if  only  the  old-age  assistance  subsidies  were  adopted. 
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It  should  also  be  pointed  out  that  under  the  proposed  plan  the  older  workers 
are  still  to  be  paid  annuities  in  excess  of  what  their  own  and  their  em- 
ployers’ contributions  will  earn.  Instead  of  placing  this  burden  on  the  Govern- 
ment in  future  years,  the  proposed  plan  puts  it  on  the  younger  workers  and  on 
industry  at  present. 

I would,  therefore,  recommend  that  some  compromise  plan  be  devised.  I 
agree  that  eventually  the  rate  should  be  6 percent,  so  that  the  plan  could 
be  self-supporting  eventually.  The  increase  in  rates  should  be  more  gradual 
than  that  provided  in  the  proposed  amendment,  so  that  the  reserve  fund  will 
not  reach  such  a large  amount  that  it  will  have  a bad  effect  on  the  investment 
market  and  so  that  too  great  a burden  will  not  be  placed  on  the  pi*esent 
generation.  I would  recommend  that  the  committee  give  very  serious  con- 
sideration to  the  implications  involved  in  trying  to  transfer  such  a huge  fund 
from  one  generation  to  another. 

An  important  consideration  is  tlie  possible  effect  of  this  plan  upon  the 
industrial  pension  plans  already  in  effect.  Most  of  these  plans  provide  more 
liberal  pensions  than  the  Government  scheme  will  provide  for  many  years  and 
also  cover  people  in  the  higher  wage  groups  who  are  not  covered  under  the 
proposed  Federal  plan.  These  plans  provide  security  to  a large  number  of 
workers  in  industry.  Many  of  these  plans  are  now  on  a sound  actuarial  basis 
and  the  reserves  have  actually  been  set  aside  with  the  insurance  companies 
or  other  trustees.  The  Federal  plan  will  not  affect  in  any  way  the  amount 
which  has  already  been  set  aside  and  it  will  not  affect  the  annuities  which 
have  been  earned  because  of  service  up  to  date. 

The  company  plans  can  continue  as  supplementary  plans  and  the  companies 
would  deduct  from  their  annual  contributions  for  current  liability  the  amount 
which  they  contribute  to  the  Government ; the  annuities  which  accumulated 
in  the  future  from  employers’  contributions  would  be  reduced  by  the  amount 
of  the  annuity  paid  for  by  the  employer  under  the  Goveniment  plan.  Em- 
ployees below  $250  per  month  would  receive,  if  retired  in  early  years,  annuities 
from  both  the  Government  and  the  insurance  company  and  others  all  from 
the  insurance  company.  This  method  would  not  necessarily  result  in  the 
abandonment  of  company  annuity  plans  and  this  method  has  been  used  abroad. 

The  provision  for  the  purchase  of  annuities  voluntarily  beyond  those  pro- 
vided under  the  contributory  plan  with  the  limit  of  $100  a month,  is  a reason- 
able one.  It  should  be  provided  that  this  part  of  the  plan  be  on  a sound 
actuarial  basis  and  that  it  should  not  involve  any  cost  to  the  Government. 

The  problems  involved  in  administering  the  annuity  plan  are  very  great 
and  it  will  require  considerable  time  to  set  up  the  proper  administrative  ma- 
chinery, with  the  ever  present  danger  of  building  up  too  large  a bureaucracy. 
Since  domestic  servants  and  agricultural  workers  are  also  provided  for  in  the 
I)ill,  the  administrative  difficulties  will  be  immeasurably  increased.  The  plan 
recommended  by  the  Advisory  Council  did  not  include,  initially,  domestic 
servants  or  agricultural  workers.  While  these  groups  should  eventually  be 
covered,  it  is  felt  that  at  first  it  would  be  desirable  to  have  them  eliminated. 

SUMMARY  OF  UNEMPLOYMENT  COMPENSATION 

In  order  that  a real  incentive  be  furnished  employers  to  stabilize,  the  com- 
pulsory pooling  features  of  the  bill  should  be  eliminated  and  States  should  be 
permitted  to  establish  the  separate  account  system  under  adequate  guarantees, 
and  employers  with  separate  accounts  should  receive  a reduction  in  rate  after 
their  reserve  reaches  a reasonable  amount. 

Guaranteed  employment  plan  should  be  permitted  if  forty  weeks  of  work 
at  three-fourths  of  full  wages,  or  the  equivalent,  are  guaranteed. 

If  a State  wishes  to  establish  a pooled  system  with  merit  rating,  a reduction 
in  rates  should  be  permitted  within  3 years. 

The  pay-roll  tax  should  apply  only  against  that  part  of  the  wages  which  are 
considered  for  benefits — i.  e.  the  first  $250  per  month. 

Employees  should  contribute  one-half  of  1 percent  of  pay  roll,  and  employers 
2%  percent ; the  employees  would  become  more  interested  in  the  plan,  would 
provide  more  effective  administration,  and  prevent  abuses. 

The  wording  of  the  clause  relating  to  employee  organizations  should  be 
changed  to  the  impartial  wording  recommended  by  the  Advisory  Council. 

The  Chairman.  The  next  witness  is  W.  R.  Williamson,  Hart- 
ford, Conn.,  an  officer  of  the  Travelers  Insurance  Co. 
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I believe  yesterday  Mr.  Treadway  spoke  of  Mr.  Williamson  as 
being  an  eminent  actuary.  Mr.  Williamson,  if  you  will  come  for- 
ward now  and  give  your  name  and  the  capacity  in  which  you  appear, 
we  will  be  very  glad  to  hear  you. 

STATEMENT  OF  W.  E.  WILLIAMSON,  ASSISTANT  ACTUAEY, 
TRAVELEES  INSURANCE  CO.,  HARTFORD,  CONN. 

Mr.  Williamson.  Mr.  Chairman  and  gentlemen,  I am  assistant 
actuary  of  the  Travelers  Insurance  Co.  in  Hartford.  I was  alsO' 
one  of  the  actuarial  consultants  for  the  committee  on  economic 
security. 

The  Chairman.  You  may  proceed  in  your  own  way,  and  when 
you  have  concluded  whatever  formal  statement  you  wish  to  make 
the  committee  will  then  examine  you. 

Mr.  Lamnegk.  I would  like  to  ask  the  gentlemen  whether  he  is 
here  representing  the  Travelers  Insurance  Co.  or  whether  he  is  here 
as  a member  of  this  economic  security  committee. 

Mr.  Williamson.  I am  not  representing  the  Travelers  Insurance 
Co.  I was  asked  by  Mr.  Treadway  to  come  to  this  session. 

Mr.  Lamnegk.  Are  you  employed  by  the  Travelers  Insurance  Co.  ? 
Mr.  Williamson.  I am  employed  by  the  Travelers  Insurance  Co. 
Mr.  Lamnegk.  And  you  are  here  with  their  consent? 

Mr.  Williamson.  That  is  correct. 

Mr.  Lamnegk.  And  do  they  know  what  you  are  going  to  say? 

Mr.  Williamson.  No;  they  do  not. 

Mr.  Bagharagh.  As  I understood,  you  were  on  some  special  com- 
mittee ? 

Mr.  Williamson.  I was  an  actuarial  consultant  to  the  committee. 
Mr.  Bagharagh.  You  were  relieved  from  duty  by  your  company? 
Mr.  Williamson.  I was  loaned  for  a period  of  about  2%  months. 
Mr.  Bagharagh.  Occasionally  people  object  to  the  word  “ loan  ” 
and  we  have  to  be  careful  about  that ! 

The  Chairman.  Were  you  called  in  in  an  advisory  capacity  in  the 
study  and  preparation  of  this  bill  ? 

Mr.  Williamson.  Yes;  on  actuarial  work. 

Mr.  Treadway.  Mr.  Chairman,  may  I make  this  explanation?  I 
would  like  to  say  that  the  first  I knew  of  Mr.  Williamson’s  connection 
in  the  prejiaration  of  this  bill  w^as  when  Mr.  Altmeyer,  the  chairman 
of  the  technical  board,  stated  that  Mr.  Williamson  was  one  of  three 
or  four  gentlemen  who  had  acted  as  advisory  or  consulting  actuaries. 
They  are  called  actuarial  consultants.  As  I understand  it,  there  was 
a Mrs.  Armstrong 

Mr.  Williamson.  Mrs.  Armstrong  was  on  the  committee  in  connec- 
tionu  with  the  old-age  security  provisions. 

Mr.  Treadway.  But  there  were  actuarial  consultants? 

Mr.  Williamson.  Yes. 

Mr.  Treadway.  In  addition  to  these  four? 

Mr.  Williamson.  Mr.  Richter  and  myself  were  actuaries.  We 
spent  about  2^  months,  or  about  2 months,  on  this  work. 

Mr.  Treadway.  You  were  loaned  by  the  Travelers  Insurance  Co., 
to  this  committee? 

Mr.  Williamson.  I was. 
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Mr.  Treadway.  For  such  time  as  you  were  in  Washington  on 
this  continuous  service? 

Mr.  Williamson.  Yes. 

Mr.  Treadway.  And  your  services  were  needed? 

Mr.  Williamson.  Yes. 

Mr.  Treadway.  About  how  long  was  that? 

Mr.  Williamson.  About  2i/^  months. 

Mr.  Treadway.  You  were  here  about  10  weeks? 

Mr.  Williamson.  Yes.  I think  I came  down  about  the  9th  of 
October  and  went  back  the  22d  of  December. 

Mr.  Treadway.  Are  you  the  chief  actuary  of  the  Travelers  In- 
surance Co.? 

Mr.  Williamson.  I am  not.  I am  one  of  the  assistant  actuaries. 

Mr.  Treadway.  * How  long  have  you  done  actuarial  work  ? 

Mr.  Williamson.  Twenty-four  years.  I have  been  assistant  actu- 
ary since  1916. 

Mr.  Treadway.  I just  wanted  to  get  that  for  the  record. 

Mr.  Williamson.  I got  in  a little  late  in  Mr.  Folsom’s  testimony, 
and  I am  not  quite  sure  what  you  expected  me  to  report  on. 

Mr.  Treadway.  The  ordinary  procedure  is  for  the  witness  to  take 
5 or  10  minutes  without  interruption,  but  if  you  have  no  prepared 
statement  you  wish  to  make  to  the  committee,  I shall  be  glad,  and  I 
think  other  members  of  the  committee  will  also  be  glad,  to  help  you 
to  start  by  asking  5mu  some  questions. 

Mr.  Williamson.  I should  be  glad  if  you  would  start  me  off  that 
way. 

Mr.  Treadway.  You  prefer  that,  to  have  questions  asked  of  you? 

Mr.  Williamson.  Yes. 

Mr.  Treadway.  My  reason  for  wanting  to  hear  from  you  or  any 
others  who  were  similarly  situated,  was  to  get  your  ideas  as  to  the 
set-up  contained  in  the  measure  before  the  committee  so  far  as  actu- 
arial questions  are  concerned. 

Mr.  Folsom  testified  a few  moments  ago  that  any  government  pen- 
sion, old-age  or  unemployment,  could  not  be  handled  as  a business 
concern,  such  as  a life-insurance  company  would  handle  it,  or  as  the 
Eastman  Kodak  Co.,  his  own  company  would  handle  it.  I would 
like  your  judgment  as  to  the  actuarial  basis  in  this  bill;  wherein  that 
would  differ  from  what  would  be  done  by  a company  like  the  Trav- 
elers Insurance  Co.  or  any  other  large  life-insurance  company.  Are 
you  in  the  life  branch  of  the  Travelers  Insurance  Co.  ? 

Mr.  Williamson.  I am  in  the  life  branch ; yes. 

Mr.  Treadway.  I assume  that  the  Travelers  has  three  different 
branches. 

Mr.  Williamson.  At  least  three ; yes. 

Mr.  Treadway.  And  you  are  in  the  life  branch  ? 

Mr.  Williamson.  Yes,  sir. 

Mr.  Treadway.  Wherein  do  the  actuarial  conclusions  which  have 
resulted  in  the  various  provisions  of  this  bill,  differ  from  those  that 
would  be  used  or  reached  by  a life  insurance  company  ? 

Mr.  Williamson.  I shall  be  very  glad  to  comment  on  that.  Of 
course,  the  life  insurance  business  is  based  upon  the  theory  of  indi- 
vidual contracts  between  the  insured  and  the  insurance  company. 
Level  premium  life  insurance  calls  for  the  payment  of  a uniform 


ECONOMIC  SECUEITY  ACT 


965 


premium  determined  for  the  lifetime  of  the  contract.  In  writing 
level-premium  life  insurance,  there  is  therefore  required  an  excess 
payment  in  the  early  years  of  the  insurance  in  order  to  have  enough 
on  hand  when  the  increasing  strain,  due  to  advancing  age,  makes 
itself  felt  later  on. 

The  life  insurance  company,  under  State  supervision,  must  have 
reserves  on  hand  sufficient  to  carry  out  all  the  contracts  that  have 
been  issued.  At  any  time,  should  the  life  insurance  company  termi- 
nate new  business,  it  must  have  on  hand  reserves  sufficient  for  all 
its  established  liabilities. 

In  a Government  plan,  there  is  a definite  distinction.  If  the  Gov- 
»^ernment  is  handling  old-age  annuities  as  a single  proposition,  in  the 
first  place,  the  Government  expects  to  be  a going  concern  indefinitely. 
They  are  in  a little  different  situation  about  reserves  for  the  purpose 
of  carrying  out  responsibilities,  which  must  be  present  in  an  insur- 
ance company  which  may  start  doing  new  business. 

The  Government’s  investment  policies  represent  something  quite 
distinct  from  an  insurance  company.  The  basis  of  an  insurance  com- 
pany’s investments  is  diversification,  spread  of  risk  among  different 
types  of  investments ; mortgages,  a few  stocks,  bonds  of  public  utili- 
ties, municipals.  State,  Federal  bonds,  and  so  on. 

But  there  is  a spread  of  investment  which  makes  any  one  part  not 
particularly  important  by  itself. 

When  the  Federal  Government  attempts  to  build  up  an  old-age 
plan  and  is  aiming  at  the  most  certain  form  of  investment,  it  seems 
to  be  limited  to  Federal  securities.  The  private  company,  in  hand- 
ling its  investments,  has  evidences  of  indebtedness  issued  by  some- 
body else  which  it  has  selected  on  the  basis  of  the  excellence  of 
those  investments,  and  premises  its  adaptability  to  the  particular 
purpose  of  having  funds  available  when  they  are  needed. 

The  Federal  Government,  if  it  builds  up  investments  limited  to 
Government  securities,  has,  as  its  investments,  entirely  indebtednesses 
of  the  citizens  as  a whole  to  the  Government.  The  asset  account  is  at 
the  same  time  a liability  account,  and  it  is  a liability  account  exactly 
to  the  sanie  people  to  whom  it  is  an  asset  account.  So  there  is  a 
marked  difference  in  the  reserves  so  far  as  the  Federal  annuity 
plan  is  concerned. 

Essentially,  actuarial  opinion  inclines  to  the  belief  that  no  re- 
serves are  particularly  important  to  a Government  plan,  since  the 
investments  in  Federal  securities  receive  interest  payments  thereon 
as  a result  of  the  taxing  power,  and  the  taxing  power  functions  any- 
way. So  that  the  framework  of  investments  for  a pension  plan  ad- 
ministered by  the  Government  is  quite  different  from  the  framework 
of  a pension  plan  or  insurance  plan  administered  by  an  insurance 
company. 

That  is  what  probably  has  been  a little  confusing  in  the  various 
schedules  which  have  been  prepared.  The  schedules  are  all  right, 
I think.  They  have  been  done  competently  by  trained  actuaries. 
They  have  been  drawn  up  to  show  probable  contributions  on  various 
scales,  probable  interest  on  the  reserves  which  would  be  accumulated, 
the  reserves  being  only  the  excess  in  contributions  beyond  the  outgo. 
That  is  a different  thing  from  insurance-company  reserves.  Insur- 
ance-company reserves  must  be  adequate  for  all  liabilities. 
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These  reserves,  if  they  were  adequate  for  all  liabilities,  would  grow 
to  such  terrific  proportions  that  the  interest  would  be  enormous.. 
Some  of  the  schedules  that  have  been  worked  up  on  the  insurance- 
company  method  of  having  adequacy,  develop  reserves  of  $100,- 
000,000,000  by  1980.  At  3 percent  interest,  that  would  call  for 
$3,000,000,000  a year  from  the  taxpayers  to  function  as  the  interest 
payment  functions  in  an  insurance  company  paid,  however,  not  by 
taxpayers  alone,  but  by  the  issuers  of  the  securities. 

Mr.  Vinson.  Will  the  gentleman  yield? 

Mr.  Williamson.  Yes. 

Mr.  Vinson.  You  are  directing  your  remarks  to  the  plan  set  forth 
in  the  bill  ? 

Mr.  Williamson.  Yes;  but  I am  leading  up  exactly  to  the  plan 
set  forth  to  explain  why  the  amounts  called  for  are  not  enough 
to  avoid  some  subsidy  most  of  the  time.  The  reason  is  that  the 
preparation  of  large  reserves  does  not  escape  what  is  virtually  a sub- 
sidy, the  payment  of  interest. 

Mr.  Vinson.  The  point  I want  to  make  is  that  the  Secretary  of 
the  Treasury  has  submitted  another  plan  for  the  consideration  of 
the  committee. 

Mr.  Williamson,  That  is  the  plan  which  goes  up  to  $50,000,000,000 
of  reserves  for  1980? 

Mr.  Vinson.  I do  not  think  it  would  reach  that  figure. 

Mr.  Treadway.  May  I interrupt,  Mr.  Vinson? 

Mr.  Vinson.  Yes. 

Mr.  Treadway.  The  plan  to  which  you  refer  was  submitted  only 
the  day  before  yesterday,  and  possibly  Mr.  Williamson  has  not 
seen  it. 

Mr.  Vinson.  That  is  the  point  I was  making.  He  was  directing 
himself  to  the  language  of  the  bill  and  was  making  a splendid 
statement  thereon,  but  his  suggestions  were  not  with  reference  to  the 
changes  that  have  been  suggested  by  the  Secretary  of  the  Treasury 
the  day  before  yesterday. 

Mr.  Treadway.  Have  you  seen  that  statement  ? 

Mr.  Vinson.  I have  something  called  “ Plan  M-11  ” here,  a sched- 
ule which  I was  kindly  furnished  by  the  committee  this  morning, 
showing  the  progress  of  a reserve  from  $622,000,000  at  the  end  of 
1937  to  $50,000,000,000  at  the  end  of  1980,  and  a supplemental  plan 
starting  a little  lower  and  going  up  to  $37,570,000,000.  Is  that  the 
proposal  that  he  has  submitted? 

In  the  hearings  on  page  859,  a copy  of  which  the  clerk  has  just 
handed  me,  there  is  a $50,000,000,000  figure.  I have  that  before  me. 

Mr.  Treadway.  Have  you  studied  that? 

Mr.  Williamson.  I have  had  time  to  go  over  a little.  As  an 
actuary  it  impresses  me  as  no  more  sound  than  the  committee’s 
original  plan.  It  seems  to  me  that  whenever  there  is  a large  interest 
requirement  on  the  part  of  the  people,  plus  the  Federal  subsidy,  that 
we  have  practically  the  same  position  as  a larger  subsidy  and  a 
smaller  interest  requirement.  On  page  859,  this  table  shows  that 
from  1937  on,  the  sum  of  the  second  and  third  columns  seems  not  to 
be  very  large.  In  1940,  for  example,  the  interest,  plus  the  Federal 
contributions,  amounts  to  $28,000,000  in  the  economic  security  plan. 
In  1940,  in  this  suggested  plan,  the  interest  is  $58,000,000.  That,. 


ECONOMIC  SECURITY  ACT  967 

therefore,  is  more  expensive  in  its  demands  upon  the  public  at  that 
point,  though  not  much  more. 

By  1950  the  economic  security  plan  calls  for  $424,000,000  and  the 
other  plan  calls  for  $1,000,000,000.  By  1980  the  economic  security 
plan  calls  for  a total  subsidy,  interest  plus  Federal  contribution,  of 
$1,930,000,000  against  the  suggested  plan  of  $1,500,000,000. 

At  that  point  the  higher  rate  of  contribution  of  6 percent  brings 
in  something  like  $400,000,000  more  and  thereby  reduces  the  strain, 
but  if  it  were  not  for  that  ^00,000,000  more  there,  up  to  that  point 
the  eonomic  security  plan  is  an  easier  plan  to  fund  than  the  other 
plan. 

Mr.  Vinson.  There  could  not  be  any  question  about  that,  could 
there?  It  does  not  cost  the  Federal  Government  anything  at  all 
until  you  get  up  to  1965. 

Mr.  WinniAMSON.  I am  still  insisting  that  it  does.  I am  saying 
that  all  the  interest  comes  out  of  the  taxpayer.  I am  not  a financier, 
and  I am  not  a budget  maker.  I do  not  know  quite  how  these 
transfers  will  be  amde. 

There  are,  I understand  now,  outstanding  indebtednesses  of  less 
than  the  $50,000,000,000  figure.  So  that  in  order  to  get  up  to 
$50,000,000,000  it  would  seem  to  call  for  the  issuance  of  more  evi- 
dences of  indebtedness  by  the  Government.  In  the  early  years  I 
assume  that  it  wil  be  simple  to  issue  enough  securities 

Mr.  Vinson.  Under  the  economic  security  plan,  what  contribution 
does  the  Federal  Government  make  until  1965? 

Mr.  Williamson.  The  Government  is  responsible  for  collecting 
the  interest  on  the  reserve  all  the  way. 

Mr.  Vinson.  You  say  they  collect  it.  What  contribution  do  they 
make  until  1965? 

Mr.  Williamson.  In  1965  that  amount  which  comes  out  of  the 
taxpayers  is  $458,000,000  plus  $166,000,000. 

Mr.  Vinson.  Do  you  think  it  is  fair  to  say  that  the  interest  on  the 
reserves  comes  out  of  the  taxpayer? 

Mr.  Williamson.  I do  not  know  any  other  place  that  it  comes 
from. 

Mr.  Vinson.  You  have  the  matter  of  investments.  There  would 
be  interest  on  the  fund  that  they  have. 

Mr.  Williamson.  My  assumption  is  that  this  fund  is  limited  to 
Federal  securities,  and  the  interest  on  Federal  securities  is  not  like 
the  interest  on  public  utilities,  earned  by  productive  investment.  As 
I understand.  Federal  securities  secure  interest  nonproductively,  by 
taxation. 

Mr.  Vinson.  These  Federal  securities  might  not  be  outstanding  in 
1965.  But  if  they  were  outstanding,  the  Federal  Government  would 
have  to  make  that  interest  contribution  to  the  holders  of  those 
securities. 

Mr.  Williamson.  Quite  true. 

Mr.  Vinson.  According  to  this  table  here  on  page  859,  the  interest 
on  the  reserve  in  1965  would  be  $458,000,000.  Those  securities  would 
earn  that  interest.  The  Federal  contribution  up  to  that  point,  ex- 
clusive of  interest,  is  nothing.  But  when  you  hit  1965,  it  is  $165,- 
700,000.  That  runs,  from  that  point  up,  to  $1,478,700,000  in  1980, 
and  each  year  thereafter. 
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The  point  that  is  in  the  minds  of  some  of  us  here  is  whether  or 
not  this  Congress  can  consider  passing  the  buck  to  the  people  in 
1965  to  1980,  and  then  have  that  fixed  charge  annually  thereafter. 

Mr.  Williamson.  Of  course,  this  supplements  the  present  old-age 
assistance  and  relief  measures  to  which  the  Federal  Government  isi 
expected  to  contribute,  and  the  State  the  balance  for  the  present 
elderly  people,  so  that  by  taking  care  of  the  present  elderly  people 
at  the  start  this  starts  off  with  no  load ; but,  of  course,  there  is  a strain 
today  for  taking  care  of  the  aged  in  some  fashion. 

This  contributory  plan,  fortunately,  starts  with  no  indebtedness 
of  that  sort,  but  it  postpones  the  first  obligation  for  5 years,  and  it 
therefore  gives  a steadily  increasing  rate,  as  you  suggest,  because 
the  proportion  of  elderly  people  that  claim  benefits  steadily  goes  up. 

Mr.  Vinson.  Your  insurance  company  would  not  think  for  a split 
second  of  passing  on  to  1965  or  1980  a burden  such  as  is  contemplated 
here.  In  other  words  you  watch  your  step  day  in  and  month  in  and 
year  in. 

Mr.  Williamson.  An  insurance  company  must  maintain  its  re* 
serves  to  meet  its  current  liabilities. 

Mr.  Vinson.  That  is  sound  economic  policy,  is  it  not? 

Mr.  Williamson.  That  is  right. 

Mr.  Vinson.  You  would  not  suggest  that  we  pass  the  buck  on  to 
1965  or  1980,  or  even  think  about  doing  it,  because  there  will  be  22: 
or  23  Congresses  between  now  and  then  that  could  upset  that 
apple  cart. 

Mr.  Williamson.  I think  it  should  be  well  understood  that  that 
is  exactly  what  is  being  done. 

Mr.  Vinson.  You  figure  that  the  100  billion  reserve  is  too  largo 
to  contemplate? 

]Mr.  Williamson.  I figure  that  the  100  billion  is  altogether  too^ 
large  to  contemplate  ; yes. 

Mr.  Treadway.  Let  me  ask  you  just  one  or  two  more  questions. 
As  a business  actuary,  do  you  view  this  as  a sensible  and  proper 
set-up,  if  the  Government  is  to  legislate,  to  go  into  this  kind  of 
business  ? 

Mr.  Williamson.  I think  this  is  pretty  good.  It  involves  a stead- 
ily increasing  rate  to  all  the  different  classes  of  people  who  are  to 
be  benefited.  The  strain  upon  the  plan  is  steadily  increasing.  Its 
contribution  rate  is  also  steadily  increasing.  It  leaves  the  subsidy 
idea  very  clearly  present.  But  we  seem  to  have  to  provide  for  the 
aged  in  some  fashion. 

But  it  passes  as  much  of  the  load  back  to  that  class  of  people  who 
are  to  be  covered  as  is  deemed  expedient. 

Mr.  Treadway.  I presume  you  mean  by  subsidy  the  Government 
contribution  ? 

Mr.  Williamson.  Yes ; including  interest.  I have  tried  to  make  it 
quite  clear  that  this  was  different  from  a private  insurance  company 
enterprise,  that  Government  financing  is  out  of  the  ken  of  those  who 
are  actuaries. 

Mr.  Treadway.  Is  it  in  anybody’s  ken? 

Mr.  Williamson.  I guess  not.  But  it  brings  you  to  the  basis  where 
that  distinction  between  what  is  paid  in  by  the  class  of  people  who 
hope  to  benefit  and  what  is  furnished  by  the  Government,  is  clear. 
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Actuarily,  I would  prefer  to  see  a completely  pay-as-you-go  basis, 
with  contributions  logically  from  the  people  who  will  come  in,  and 
with  no  reserves. 

The  difficulty  with  the  reserves  is  twofold.  In  the  first  place,  I 
admit  that  15  billions  or  even  50  billions  do  not  represent  the  total 
normal  reserves.  But  they  seem  pretty  large,  and  in  future  years  it 
would  be  very  difficult  for  a man  in  my  position  to  claim  that  those 
reserves  were  then  inadequate,  that  they  were  not  redundant,  although 
the  extensions  in  the  benefit  of  the  plan  seem  to  be  much  more  prob- 
able when  the  reserves  are  larger  than  when  it  is  recognized  just  what 
the  benefits  are. 

So,  it  seems  to  me  safer  and  sounder  to  have  no  reserves  than  it 
does  to  have  full  reserves  as  a growing  practice  of  furnishing  a 
minimum  pension  to  the  aged.  That,  I may  say,  is  the  fairly  com- 
mon actuarial  opinion,  and  many  actuaries  feel  in  the  same  fashion. 

Mr.  Treadway.  Then  I gather  that  if  Congress  decides  that  it 
is  the  function  of  this  body  to  set  up  old-age  and  unemployment 
insurance,  the  suggestion  before  us  is  perhaps  along  the  line  that 
might  be  regarded  as  satisfactory  as  we  could  frame. 

Mr.  Williamson.  I think  so. 

Mr.  Treadway.  Would  you  go  as  far  as  that? 

Mr.  Williamson.  I think  so.  I think,  of  course,  no  two  people 
would  agree  on  all  the  provisions,  but  I think  it  is  a fair  plan, 
well  thought  out,  and  recognizing  the  difficulties,  recognizing  the 
fact  that  it  is  an  addition  to  the  duties  of  the  Government  to  take 
proper  responsibility  for  the  aged. 

Mr.  Treadway.  Assuming  we  take  that  responsibility,  that  we 
should  do  something  for  the  unemployed  and  the  aged,  would  you 
prefer  a lump-sum  appropriation  on  the  part  of  the  Government, 
transferring  it  pro  rata  to  the  States,  to  carry  out  their  own  notion 
about  this  sort  of  aid,  or  would  you  prefer  to  have  the  Government 
do  as  it  is  proposed  to  do  in  this  bill,  specify  certain  lines  that  the 
States  must  follow? 

Mr.  Williamson.  Of  the  two  things,  this  contributory  old-age 
pension  is  suggested  as  Federally  administered,  and  the  old-age  sub- 
sistence is  the  passing  of  the  subsidy  to  the  individual  States.  I 
believe  that  is  logical.  That  must  be  accepted,  I should  judge,  lo- 
cally, at  the  present  time  for  old-age  assistance.  But  both  will 
spread  the  responsibility  for  the  contributory  plan,  and  there  is  a 
simplicity  in  doing  it  Federally  instead  of  attempting  to  add  that 
to  the  machinery  of  the  individual  States. 

As  to  the  unemployment  insurance,  which  is  quite  a different 
question,  from  the  standpoint  of  a statistician,  I would  much  prefer 
to  see  a Nation-wide  single  plan,  of  course,  which  would  be  an  advan- 
tage, and  probably  be  simpler  to  administer.  I suppose  the  Federal 
plan  is  a practical  arrangement. 

Mr.  Treadway.  Let  me  ask  you  one  more  question — and  I want 
to  thank  you  very  much  for  your  assistance. 

You,  from  the  life-insurance  standpoint,  and  also  some  of  the  ad- 
vocates of  the  measure,  are  looking  well  forward  to  1965,  30  years 
off,  and  I think  even  1980  has  been  referred  to,  45  years  off. 

Now,  as  legislators,  while  we  have  some  young  men  here  who 
may  stay  on  indefinitely,  your  actuarial  tables  would  not  indicate 
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that  many  of  these  people  are  likely  to  participate  in  legislation 
when  those  years  are  reached,  would  they?  You  would  not  ex- 
pect many  of  these  men,  either  from  your  actuarial  tables,  or  from 
political  exigencies,  to  be  here  at  that  time  ? 

Mr.  Williamson,  Not  in  1980. 

Mr.  Treadway.  Therefore,  should  we  not  regard  the  interests  of 
the  taxpayers  and  the  employer  and  employee  more  in  the  light,  say, 
of  the  next  10  years,  than  in  the  light  of  what  this  framework  is 
going  to  set  up,  30  years  hence? 

Mr.  Williamson.  Yes;  and  that  has  been  put  in  there  so  that  in- 
stead of  attempting  this  level  premium  idea  of  life  insurance,  which 
says  that  we  will  start  off  and  have  a level  premium  from  now  on,  this 
frankly  admits  that  it  is  easier  today  to  start  with  a smaller  con-, 
tribution.  The  benefits  will  get  higher  and  higher  as  you  go  along, 
but  start  with  a small  contribution,  and  be  easy  on  them.  It  is 
recognized  that  conditions  are  not  the  same  now  as  they  will  be 
later  on. 

Mr,  Treadway.  You  feel  then  that  the  present-day  interest  of  the 
taxpayers  is  given  due  consideration  in  this  set-up  ? 

Mr.  Williamson.  Yes;  I think  a protest  might  be  that  they  have 
gone  a little  too  far 

Mr.  Treadway  (interposing).  That  is  from  the  viewpoint  of  the 
life-insurance  men? 

Mr.  Williamson.  From  the  1 to  5 percent  contribution.  One  is 
rather  low,  but  it  seems  to  me  to  be  a very  logical  plan  to  do  it  in 
that  fashion. 

Mr.  Lewis.  You  are  familiar  with  the  application  of  the  candidate 
for  an  annuity  in  a life-insurance  company? 

Mr.  Williamson.  Yes. 

Mr.  Lewis.  Do  they  make  any  inquiries  in  the  case  of  an  annuity 
as  to  the  age  of  your  forebears  ? 

Mr.  Williamson.  Ordinarily,  I think  not.  The  annuity  is 

Mr.  Lewis  (interposing).  The  company  does,  of  course,  in  the  case 
of  life  insurance? 

Mr.  Williamson.  It  does  in  life  insurance.  But  the  annuity 
business  is  much  smaller  than  the  life-insurance  business.  In  a 
sense,  while  we  claim  to  know  a great  deal  about  annuities,  we  have 
not  done  much  of  that  business. 

Mr.  Lewis.  Let  me  put  the  question  more  generally.  Is  there 
any  effort  on  the  part  of  the  companies  writing  annuity  insurance 
to  develop  a select  risk  in  the  sense  of  picking  out  those  who  are 
least  likely  to  live  to  the  age  set  out  in  the  experience  tables  ? 

Mr.  Williamson.  I think  the  answer  is  “no”;  that  as  against  life 
insurance,  with  its  careful  medical  examination,  the  annuitant  is  as- 
sured that  he  does  not  have  to  go  through  that  examination. 

Mr.  Lewis.  Then  there  is  a wide  distinction  between  a government 
undertaking  to  insure  lives  and  a government  undertaking  to  grant 
annuities  on  the  basis  of  past  general  statistical  experience,  I fancy, 
and  the  life-insurance  companies  that  do  it  would  do  more  business 
in  the  next  week  than  the  companies  have  done  in  the  last  10  years. 
It  would  reach  to  the  highest  point  imaginable.  But  in  the  case  of 
the  writing  of  annuities  there  is  no  such  peril  before  the  Govern- 
ment. 


ECONOMIC  SECURITY  ACT 


971 


Mr.  Williamson.  There  is  that  peril.  But  of  course,  there  is  the 
looking  forward,  with  the  general  understanding  that  mortality  is 
getting  older,  the  recognition  that  medical  science  is  somewhat  effec- 
tive, and  that  in  the  future  the  annuity,  even  among  annuitants,  will 
be  even  better  than  it  is  today. 

Mr.  Treadway.  And  society  welcomes  that  and  is  ready  and  will- 
ing to  pay  for  it. 

Mr.  Williamson.  It  should  be  willing  to  pay  for  it. 

Mr.  Vinson.  Do  I understand  from  your  statement  that  you 
would  favor  the  elimination  of  the  unearned  annuities? 

Mr.  Williamson.  No  ; I do  not. 

Mr.  Vinson.  I thought  you  said 

Mr.  Williamson  (interposing).  No;  I am  not  afraid  of  building 
up  big  reserves ; and  the  first  result  of  eliminating  unearned  annui- 
ties is  to  draw  very  little  from  this  accumulated  fund  so  as  to  let 
it  get  quite  large,  and  have  annuities  that  are  ridiculously  small, 
but  earned,  annuities  of,  say,  a dollar  a month. 

Mr.  Vinson.  Have  you  read  the  statement  submitted  to  us  as  the 
viewpoint  of  the  Committee  on  Economic  Security,  presented  by 
the  Secretary  of  the  Treasury  on  Tuesday? 

Mr.  Williamson.  I have  not  had  an  opportunity  to  read  these 
hearings. 

Mr.  Vinson.  I am  sorry,  because  I feel  that  you  have  made  a 
very  strong  presentation  of  your  views;  but  the  trouble  is,  we 
have  different  view^points. 

You  have  your  viewpoint  of  the  language  in  the  bill,  and  on  last 
Tuesday  there  was  presented  to  us  the  consensus!  of  opinion  of  the 
Committee  on  Economic  Security  that  changed  the  picture.  For 
instance,  we  have  now  a recommendation  of  the  Committee  on 
Economic  Security  that  the  compulsory  contributory  tax  be  2 percent 
in  its  initial  levy  rather  than  1 percent,  and  that  it  run  for  3 years. 

Mr.  Williamson.  But  still  leaving  in  the  unearned  annuities. 

Mr.  Vinson.  Then  it  would  be  increased  to  3 percent  for  the 
second  3-year  period,  to  4 percent  for  the  third  3-year  period,  to 
5 percent  for  the  fourth  3-year  period,  and  6 percent  thereafter. 

The  unearned  annuities  are  taken  away,  but  provision  is  made  so 
that  those  who  would  have  secured  the  unearned  annuity  will  get 
the  benefits  under  the  non-contributory  old-age  plan. 

Of  course,  the  money  for  that  system  would  come,  as  I understand 
it,  from  your  reserve. 

Mr.  Williamson.  It  will  come  from  taxation. 

Mr.  Vinson.  They  have  eliminated  the  unearned  annuities. 

Mr.  Williamson.  There  is  a difference  in  cost. 

Mr.  Vinson.  There  is  a difference.  The  unearned  annuity  is  a 
burden  upon  the  Federal.  Government,  and  in  the  noncontributory 
plan  the  burden  is  shared  by  the  State. 

I think  your  viewpoint  is  covered  in  this  recent  recommendation 
of  the  Committee  on  Economic  Security,  because  it  is  a near  pay- 
as-you-go  plan. 

Mr.  Williamson.  The  nearer  it  gets  to  that  the  better. 

Mr.  Vinson.  I might  suggest,  if  it  is  not  asking  too  much,  that  we 
would  like  to  have  your  views  in  regard  to  the  recommendations  sub- 
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mitted  to  the  committee,  if  you  could  submit  them  to  us  for  the 
record.  That  is  based  upon  the  report  of  February  5. 

Mr.  Treadway.  If  you  can  submit  them,  to  suit  your  convenience, 
and  file  them  with  the  clerk,  they  can  be  made  a part  of  our  record. 

Mr.  Keed.  I am  wondering  if  I understood  one  of  your  remarks 
correctly  with  regard  to  the  building  up  of  a reserve.  Do  you  feel 
that  due  to  the  building  up  of  a very  large  reserve  there  would  be  a 
larger  demand  upon  the  Government  in  the  way  of  benefits? 

Mr.  Williamson.  I think  certainly  that  is  true,  particularly  if 
the  annuities  are  kept  down  to  those  that  are  apparently  earned,  it 
will  be  so  infinitesimal  for  years,  with  all  these  large  mounting  funds, 
and  it  would  seem  unreasonable  to  hold  back  from  a liberalization 
of  the  plan.  No  actuary  could  convince  Congress  it  was  necessary 
to  hold  down  to  these  small  amounts  or  it  would  throw  it  out  of 
balance. 

Mr.  Eeed.  There  would  be  constant  demand  upon  Congress  that 
the  reserves  go  to  increase  the  annuities  ? 

Mr.  Williamson.  Yes;  and  the  reserves  are  always  liabilities  as 
well  as  assets.  As  I vieiv  it,  they  are  liabilities  of  the  Government 
just  the  same  as  they  are  assets,  and  they  are  misleading  in  giving 
the  appearance  of  solvency.  The  money  is  spent,  and  presumably 
the  people  as  a whole  owe  the  money  back  to  the  Government.  Those 
are  two  reasons  which  must  be  back  of  these  funds. 

The  Chairman.  Have  you  made  any  study  to  show  to  what  extent 
the  Townsend  old-age  pension  plan  would  be  effective? 

Mr.  Williamson.  Of  course,  I have  read  the  papers.  It  does 
seem  that  a plan  to  give  about  half  of  the  current  natio-nal  income 
to  those  people  over  65  years  old  would  be  a very  awkward  inter- 
ference with  our  general  system. 

The  Chairman.  Would  you  consider  it  either  practicable,  feasible, 
or  sensible? 

Mr.  Williamson.  Not  as  far  as  I know. 

The  Chairman.  Would  you  care  to  give  an  analysis  of  it,  or  have 
you  gone  into  it  far  enough  to  be  able  to  do  that  ? 

Mr.  Williamson.  I have  read  certain  reports.  As  I understand 
it,  it  jilans  to  give  $200  a month  to  each  person  over  the  age  of  60, 
instead  of  65,  who  will  agree  not  to  work,  and  that  if  the  entire 
population  who  were  eligible  for  it  should  apply  to  get  it,  there 
would  be  at  least  10  million  pensioners. 

Inasmuch  as  10  million  pensioners  would  call  for  24  billions  of 
payment  during  the  year,  and  apparently  our  current  national  in- 
come is  only  something  over  40  billions,  that  allocation  to  this  small 
group  of  so  large  a portion  of  the  national  income  would  be  verv 
difficult  to  administer,  and  the  result  would  be  that  the  rest  of  us 
would  have  to  have  very  large  transactions  in  taxes  collected  from 
us,  either  reducing  our  net  income,  or  causing  an  inflation  of  the 
currency. 

The  Chairman.  The  supporters  of  that  bill  take  the  position  that 
it  will  increase  employment  by  taking  those  people  over  65  years  of 
age  out  of  industrial  pursuits  or  any  kind  of  business  occupation, 
and  that  that  will  leave  room  for  those  who  are  younger.  They  say 
that  the  money  expended  will  stimulate  business,  and  thereby  gen- 
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erally  increase  employment,  and  that  in  that  sense  it  would  be  a 
practicable,  workable,  and  advantageous  scheme. 

Mr.  Williamson.  It  seems  inapplicable  to  most  actuaries. 

Mr.  Hill.  What  in  your  opinion  would  be  the  inflationary  effect  of 
circulating  that  money  in  the  country  ? 

Mr.  Williamson.  I should  think  it  would  have  a very  decided  effect 
if,  as  I say,  half  of  the  total  normal  income  is  allocated  to  older 
people ; there  would  be  a very  strong  demand  to  take  the  other  half 
and  double  it,  or  perhaps  treble  it,  very  rapidly,  to  bring  it  back  to 
do  as  much  as  it  had  done  before,  by  the  full  amount  of  the  benefit. 
I do  not  know  how  fast  it  would  work,  but  I should  think  pretty 
rapid  inflation  would  set  in. 

Mr.  Hill.  It  was  estimated  by  Dr.  Townsend  that  this  plan,  if  put 
into  operation,  would  accelerate  the  turn-over  of  the  dollar  in  business 
and  other  transactions  at  least  four  times  over  that  of  1929,  and  it  was 
claimed  that  the  turn-over  in  1929  was  132  times,  which  would  make 
about  600  turn-overs  of  the  dollar  during  the  12  months’  period  under 
Dr.  Townsend’s  estimates. 

What,  in  your  opinion,  would  be  the  effect  on  the  money  values 
with  which  such  a volume  as  that  turn-over  would  bring  about? 

Mr.  Williamson.  I should  think  it  would  raise  prices  right  off  in 
order  to  cover  the  tax  as  fast  as  it  went.  I should  think  the  turn- 
over would  be  very  severe  and  that  people  would  be  very  anxious 
to  unload  before  the  purchasing  value  of  the  dollar  went  down.  I 
should  think  money  would  go  pretty  fast  for  a while,  but  I should 
assume  that  the  faster  it  went  the  lower  and  lower  would  be  the 
purchasing  value. 

Mr.  Hill.  And  the  lower  the  value  of  the  dollar  goes  down  the 
faster  would  be  the  turn-over,  because  the  people  would  be  trying 
to  get  hold  of  the  more  valuable  commodities. 

Mr.  Williamson.  Yes;  and  this  money,  as  I understand  it,  is  to 
be  retired  after  30  days  and  then,  as  I understand  it,  it  has  to  be 
gotten  back  for  cancelation  inside  of  30  days. 

Mr.  Hill.  I do  not  understand  that  there  is  any  cancelation. 

Mr.  Williamson.  Just  the  first  spender  has  to  spend  it. 

Mr.  Hill.  It  has  to  be  spent  in  30  days. 

Mr.  Williamson.  I thought  it  was  all  earmarked  in  some  way  so 
that  it  had  to  go  the  rounds  very  rapidly. 

Mr.  Hill.  No.  The  condition  is  that  the  man  who  receives  $200 
must  spend  it  in  30  days,  but  there  is  no  provision  in  the  bill  fo'r 
the  cancelation  or  the  retirement  of  the  currency. 

The  Chairman.  We  thank  you  very  much,  Mr.  Williamson,  for 
your  appearance  and  for  the  splendid  statement  you  have  made. 

At  this  point,  with  the  permission  of  the  committee,  I would  like 
to  read  into  the  record  a letter  I have  received  this  morning.  It 
reads  as  follows : 

The  Carter  Hotel, 

In  the  Heart  of  Cleveland, 

February  5,  1935. 

Congressman  Robert  L.  Houghton, 

Chairmnu  House  Ways  and  Means  Committee. 

Dear  Sir  : You’re  just  an  old  meany  to  try  and  defeat  Mr.  Townsend’s  old-age 
plan.  While  I’m  still  young,  I have  nothing  hut  work  the  rest  of  my  life  to 
look  forward  to  if  this  plan  is'  defeated.  If  it  does  go  through,  I can  go  back 
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home  and  live  off  from  my  parents  with  my  brothers  and  sisters  like  we  used 
to  do  when  my  father  was  getting  only  half  of  what  Mr.  Townsend  proposes, 
and  we  were  very  happy  then. 

Come  now,  Mr.  Chairman,  give  us  young  fellows  a break  by  supporting  our 
parents  so  they  can  support  us. 

Yours  truly, 

C.  G.  Ketxey. 

I think  that  "ives  ns  a pretty  good  idea  of  what  the  practical 
effects  of  the  bill  would  be,  if  it  were  enacted. 

The  next  witness  is  Mr.  James  A.  Emery,  of  Washington,  D.  C., 
representing  the  National  Association  of  Manufacturers.  We  will 
be  glad  to  hear  your  statement  at  this  time,  Mr.  Emery. 

STATEMENT  OF  JAMES  A.  EMERY,  REPRESENTING  THE  NATIONAL 
ASSOCIATION  OF  MANUFACTURERS,  WASHINGTON,  D.  C. 

Mr.  Emery.  Mr.  Chairman  and  gentlemen  of  the  committee,  the 
National  Association  of  Manufacturers,  an  organization  of  men  eii- 
gaged  in  the  transformation  of  materials  into  thousands  of  forms  in 
all  States  of  the  Union,  has  had  a very  deep  interest  in  the  subject 
before  this  committee  over  a long  period  of  time. 

They  have  followed  the  previous  studies  of  this  question,  made  both 
by  committees  of  the  Senate  in  1928,  and  by  the  select  committee  of 
the  Senate  in  1931,  reported  in  1932,  and  they  agreed  with  the  con- 
clusions that  were  then  stated  by  the  select  committee  of  the  Senate 
in  1932,  to  which  there  was  no  dissent.  That  was  that  the  subject 
of  unemployment  insurance  which  was  immediately  before  them,  was 
not  within  the  scope  of  congressional  authority  by  direct  action. 

They  agreed  with  the  proposals  made  by  the  Senate  Cohimittee 
on  Education  and  Labor  in  1928,  as  reported  by  Mr.  Couzens,  which 
went  into  the  matter  quite  extensively,  as  to  the  relative  suggestions 
made  by  that  committee  at  that  time. 

They  are  entirely  in  sympathy  with  the  objects  that  are  here 
squght  to  be  attained,  and  that  is  to  provide  practical  means  of 
security  against  the  major  hazards  of  life  that  arise  from  unem- 
ployment, old  age,  accident,  sickness,  and  death. 

They,  however,  realize  the  practical  difficulties  as  well  as  the  legal 
difficulties  that  are  here  presented. 

In  the  plan  immediately  before  the  committee  today,  I venture 
to  call  your  attention  to  the  operating  effect,  as  we  perceive  it,  of 
the  kind  of  tax  here  proposed  which,  we  believe,  would  be  injurious 
rather  than  beneficial  to  the  objectives  which  the  committee  has  in 
mind. 

And,  as  to  the  proposal  immediately  involved  in  the  alleged  tax, 
we  believe  that  when  you  examine  it  you  will  find  it  is  not  legally 
a tax  at  all ; it  does  not  give  a legal  basis  for  a tax,  and  I think  you 
will  perceive  from  an  examination  of  the  major  cases  that  have  been 
presented  on  that  point  that  there  are  very  serious  objections  to  be 
offered  to  an  exercise  of  congressional  power  of  this  character  for 
this  purpose. 

In  introducing  this  practical  note  into  the  discussion  after  you 
have  heard  from  so  many  social  authorities,  we  believe  we  are 
approaching  it  from  the  standpoint  that  was  so  well  defined  by 
Francis  Place,  who  was  called  the  radical  tailor  in  his  day,  and  who 
was  described  by  Macauley  as  the  first  radical  of  England  and  the 
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man  who  has  probably  made  greater  contributions  to  reform  in 
labor  laws  than  any  other  man  of  his  day. 

Francis  Place  said: 

Every  man  wlio  greatly  desires  the  well-being  of  his  species  * * * has 

no  doubt  felt  * * * repugnance  * * * at  finding  himself  compelled 

to  abandon,  as  it  were,  the  notions  he  would  fain  indulge  without  alloy,  and 
to  descend  to  calculations  and  comparisons  of  losses  and  gains,  of  trade,  com- 
merce, and  manufacture,  of  the  nature  of  rents,  profits,  and  wages,  the  accumu- 
lation of  capital,  and  the  operation  of  taxes.  But  he  who  would  essentially 
serve  mankind  has  no  choice ; he  must  submit  himself  patiently  to  the  pain 
he  cannot  avoid  without  abandoning  his  duty. 

Mr.  Lewis.  Was  that  a quotation  from  Macauley? 

Mr.  Emeky.  No;  that  was  a quotation  from  Francis  Place. 

The  background  against  which  a consideration  of  a new  tax  bur- 
den permanent  in  character  and  as  extensive  as  the  one  here  pro- 
posed to  this  committee  is  a very  serious  one  indeed,  and  one  with 
which  you  are  fully  familiar,  and  I will  only  recapitulate  it  in  brief. 

We  have  a national  debt  of  approximately  $32,000,000,000,  which, 
added  to  the  State  and  local  debts,  to  be  met  by  these  tax  payments, 
brings  us  a total  of  national  indebtedness  at  the  present  moment  of 
$48,000,000,000,  with  carrying  charges  that  amount  substantially  to 
a billion  and  a quarter,  exclusive  of  the  amount  of  the  sinking  fund 
required  to  be  accumulated  for  the  retirement  of  the  bonds. 

It  is  estimated  that  the  private  short-term  and  long-term  debts 
of  private  debtors  in  the  Nation  is  in  the  neighborhood  of  $215,- 
000,000,000.  We  are  faced  with  a Federal  and  local  expense  this 
year  of  $14,000,000,000. 

That  is  the  picture  with  which  we  are  confronted  in  the  carriage 
of  the  debt  of  the  Nation  at  the  present  time  when  we  are  dealing 
with  the  subject  of  unemployment,  and  it  is  to  that  that  I address 
myself  in  connection  with  this  bill  because  the  principle  applied  to 
that  will  equally  apply  to  other  portions  of  the  bill  under  discussion. 

So,  let  us  remember,  gentlemen,  that  there  are  many  forms  of 
unemployment,  and  that  the  answer  to  that  is  the  restoration  of 
private  operation  and  private  business  on  its  normal  scale.  So  there 
is  a continuous  pursuit  of  opportunities  for  employment  by  em- 
ployers and  until  the  employers  can  find  markets  for  their  goods 
they  cannot  themselves  employ  others. 

I assume  that  this  committee  realizes  that  the  encouragement  of 
private  employment  in  every  proper  normal  way  is  the  thing  to  be 
desired,  and  that  upon  the  revival  of  that  private  employment  we 
predicate  largely  the  expenditure  of  public  money  in  the  effort  to 
stimulate  our  return  to  a normal  condition,  which  is  that  men  give 
employment  to  others  by  taking  the  risk  of  either  profit  or  loss. 

The  burden  of  the  tax  in  the  carrying  out  of  any  form  of  business 
becomes  a serious  part  of  it.  However,  Mr.  Chairman,  I want  to 
call  attention  to  the  character  of  the  tax  here  proposed.  It  is  the 
first  time  in  the  history  of  the  United  States  that  a pay-roll  tax  has 
been  proposed,  which  is  a tax  which,  in  its  nature — and  I speak  of 
the  tax  to  secure  the  funds  for  unemployment  compensation — is  a 
gross  income  tax  on  the  earnings  of  the  employee  and  on  the  em- 
ployer, and  it  is  in  the  nature  of  an  excise  tax,  for  the  privilege  of 
employing  others,  which  privilege  of  employing  others  has  always 
been  regarded  as  one  that  the  Government  should  promote  and  en- 
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courage.  A survey  of  the  whole  early  history  of  the  United  States 
will  show  in  the  operation  of  the  States  especially,  the  evident  desire 
to  endeavor  to  encourage  others  to  assume  the  risks  of  a pay  roll. 

But  a pay-roll  tax,  such  as  is  here  proposed,  is  a tax  which,  in  its 
operating  effect,  has  many  of  the  characteristics  of  the  tax  which 
this  committee  has  previously  rejected,  and  that  is  a sales  tax;  be- 
cause a pay-roll  tax  will  operate  as  a cumulative  tax.  It  will  oper- 
ate through  every  pay  roll  that  is  affected  by  its  imposition,  from 
the  raw  material  to  which  it  is  first  addressed  all  the  way  to  the 
finished  product  which  passes  into  the  hands  of  the  consumer,  ac- 
cording to  the  number  of  operations,  until  the  article  finally  reaches 
its  ultimate  user. 

And  not  only  that,  but  it  will  operate  also  relatively  speaking,  in 
terms  of  percentage,  according  to  the  relation  between  the  labor 
cost  of  the  product  and  the  tax  itself.  Thus,  Mr.  Chairman,  if 
we  examine  the  average  statistical  picture  of  the  labor  cost  in  any 
particular  process,  we  will  discover  that  that  cost  itself  will  run 
from  the  neighborhood  of  4 percent  up  to  as  high  as  80  percent 
as  the  average  labor  cost  of  any  given  product  or  service. 

In  service  industries  like  transportation  and  communication,  the 
chief  cost  is  the  cost  of  the  labor. 

In  various  forms  of  manufacture  I believe  at  the  present  moment 
the  moving-picture  industry  has  the  highest  labor  cost,  representing 
over  70  percent. 

So  you  will  perceive  that  the  relation  of  the  tax  in  terms  of  per- 
centage will  depend  entirely  upon  the  amount  of  the  labor  cost 
in  the  dollar  of  production,  and  that  it  will  run  from  4 cents  to  80 
cents  in  the  dollar  of  production  cost. 

I say  it  is  a cumulative  cost.  It  must  operate  from  the  time  that 
the  raw  material  is  first  produced  up  until  the  time  when  the  product 
which  comes  out  of  it  is  sold  to  its  ultimate  consumer.  It  will  re- 
peat itself  over  and  over  again  in  the  cost  of  the  operation,  and 
therefore  it  will  have  many  of  the  factors  of  a sales  tax.  It  has 
everything  in  it  of  the  character  of  a tax  which  a sales  tax  possesses. 

I say  that  with  reference  to  the  tax  that  can  be  transferred,  but 
I think  it  would  be  a delusion  to  believe  that  a tax  of  this  kind  in 
many  instances  can  be  transferred.  It  cannot.  It  cannot  be  trans- 
ferred at  all  to  the  whole  range  of  price  articles,  articles  are  manu- 
factured to  sell  at  a substantial  or  a fixed  price. 

Take,  for  instance,  the  products  made  for  sale  in  the  5-and-lO-cent 
stores,  where  the  margin  is  such  a small  amount  that  it  is  impossible 
to  transfer  any  cost  of  this  kind. 

Furthermore,  Mr.  Chairman,  there  is  a provision  in  this  bill  that 
differs  entirely  from  the  provision  in  the  measure  which  was  before 
you  last  year,  the  reasons  for  which  I confess  we  have  been  unable  to 
note. 

That  is  that  while  the  pay-roll  tax  for  the  purpose  of  raising  funds 
to  be  used  for  old-age  assistance  is  leveled  against  the  pay  roll,  it  is 
confined  to  nonmanual  workers  at  a top  of  $2,500  a year ; that  is,  the 
pay-roll  tax  for  the  purpose  of  providing  cornpensation  for  unem- 
ployment is  limited  to  the  pay  roll  itself. 

The  pay  roll  is  made  of  wages,  and  wages  are  described  as  any 
remuneration  which  may  be  provided  or  given  by  the  employer. 
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Last  year,  when  this  same  bill  was  before  you,  it  contained  in 
section  1 this  limitation; 

Pay  roll  shall  mean  the  amount  of  all  wages  paid  by  the  emploj'er  during  the 
taxable  year  to  persons  employed  by  him  in  employment  subject  to  this  act; 
except  that  pay  roll  shall  not  include  the  wages  paid  to  a person  employed  by 
the  employer  within  such  year  on  a minimum  fixed  salary  basis  of  $250  or  more 
for  each  month  in  which  the  person  was  thus  employed. 

You  will  find  in  the  sixth  title  of  the  bill  before  you  that  there 
is  no  limitation  on  the  pay  roll. 

One  of  the  practical  effects  of  that  would  be  that  where  you  have 
dispersed  activities  under  the  control  of  a single  business,  the  execu- 
tive offices  or  the  sales  force  located  in  one  State,  and  the  operation 
of  the  industrial  end,  or  the  merchandising  end  carried  on  in  an- 
other State,  that  the  result  of  an  unlimited  pay  roll  would  be  that 
one  State  would  tax  the  pay  roll  of  the  executive  and  the  sales  force 
in  one  State  and  the  others  would  tax  the  industrial  and  producing 
force  in  one  or  more  other  States. 

Assuming  that  you  intended  to  assure  the  recovery  of  the  pay 
roll  tax  by  the  State  which  enacted  legislation  in  compliance  with 
the  uniform  standard  provided  by  the  Federal  Government,  there 
is  no  State  which  would  enact  legislation  in  which  there  would  be 
any  recovery  for  the  like  tax  by  the  Federal  Government  against 
the  executive  pay  rolls  in  one  State  as  against  the  legislation  that 
would  be  enacted  in  another  State  where  the  industrial  operations 
are  carried  on  and  where  the  wage  earners  are  to  be  subjected  to 
compensation  to  be  provided  by  the  State. 

So  much  for  the  operating  effect  of  a pay-roll  tax,  as  such. 

I call  that  to  your  attention  because  I assume  it  is  the  purpose  of 
this  committee  in  the  legislation  which  is  before  it,  and  the  circum- 
stances which  are  to  govern  the  legislation,  if  it  is  to  be  enacted — 
the  purpose  of  it  is  to  encourage  and  not  to  discourage  employment. 

As  soon  as  you  begin  to  tax  pay  rolls  you  make  everyone  pay  a 
new  tax.  And  every  time  you  are  in  a merchandising  industry,  in 
which  machines  are  used,  you  are  encouraging  it,  if  it  is  within  the 
power  of  the  industry  to  do  it,  to  insure  its  mechanical  as  distin- 
guished from  its  personal  operation. 

So  the  net  effect  of  the  tax  is  to  encourage  to  some  extent  the  avoid- 
ance which  would  express  itself  in  mechanization  as  against  human 
employment,  by  enlarging  the  tax  burden  of  the  taxpayer. 

So,  Mr.  Chairman,  if  the  primary  purpose  here  is  to  put  an  urge 
behind  the  entire  recovery  effort  in  which  the  industry  of  this  Nation 
has  joined,  and  undertake  to  multiply  and  increase  employment,  a 
tax,  the  purpose  and  effect  of  which  is  to  tax  pay  rolls,  will  have  a 
distinctly  opposite  effect  from  that  intended  by  the  recovery  pro- 
gram, to  spread  employment. 

Moreover,  by  the  definition  of  the  tax  here,  which  is  to  the  effect 
that  the  pay-roll  basis  for  taxation  is  to  be  an  employer  of  four  or 
more  persons  for  certain  weeks  in  the  year,  the  pay  roll  will  rest 
upon  the  production,  and  the  tax  upon  the  number  of  employers  of 
four  or  more  persons.  It  will  thus  carry  into  it  an  uneven  number 
of  persons  at  this  time  of  the  year,  according  to  the  different,  casual 
operations  of  the  four  employees  within  the  definition  fixed. 

So  much  for  the  form  of  the  tax  itself,  to  which  I call  your  atten- 
tion in  this  regard. 
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Is  this  pay-roll  tax,  in  the  form  in  which  you  levy  it,  a tax  ? 

Let  me,  before  concluding  that  feature  of  it,  undertake  to  direct 
vour  attention  to  the  condition  of  the  country  to  which  you  have 
addressed  yourselves.  I just  venture  to  point  out  to  you  that  since 
1930  the  consolidated  corporate  income-tax  returns  of  the  United 
States — and  I use  that  because  it  is  the  information  supplied  by  the 
Treasury  and  most  readily  reflects  the  condition  of  the  country — 
'jbOvV  a net  return  during  that  period,  in  the  year  1932,  for  which 
we  have  the  most  complete  returns,  the  consolidated  corporate  in- 
'uxiie-tax  return  for  that  year,  as  a business  picture  of  the  United 
States,  will  show  a net  deficit  in  excess  of  five  and  a half  billion 
dollars,  so  far  as  our  business  is  concerned. 

So  that  is  the  condition  in  which  the  business  of  the  country  finds 
itself  as  it  looks  forward  to  the  situation  in  which  you  propose 
permanent  legislation  of  the  kind  which  is  before  you  today. 

Now,  as  to  the  nature  of  this  tax,  sir.  I take  it  it  is  well  known 
to  you  that  everything  that  is  called  a tax  is  not  necessarily  one, 
as  was  said  in  the  case  of  the  United  States  versus  One  Ford  Coupe 
Automobile. 

Mr.  Hill.  Will  you  give  us  the  page  and  volume  of  that  case? 

Mr.  Emery.  That  is  found  in  the  case  of  the  United  States  v.  One 
Ford  Coupe  Automohile,  in  272  United  States,  page  321. 

The  court  called  attention  to  the  fact  that  the  use  of  the  word 
“ tax  ”,  or  imposing  a tax  burden,  does  not  prove  conclusively  that 
the  burden  is  imposed  by  the  tax,  just  as  the  statement  that  an  emer- 
gency exists  does  not  demonstrate  the  existence  of  the  emergency. 
That  is  a matter  for  judicial  determination,  after  the  legislature  has 
exercised  its  discretion. 

Thus,  when  the  emergency  was  in  existence  in  connection  with  the 
rent  cases  in  the  District  of  Columbia  and  elsewhere,  when  it  was 
attempted  to  continue  the  rental  legislation  after  the  emergency  had 
passed,  you  will  remember  that  the  Supreme  Court,  in  the  case  of 
the  ChastJeton  Corporation  v.  the  Rent  Commission  of  the  Dis- 
trict of  Colmnbia,  in  264  United  States,  at  page  543,  called  attention 
to — 

What  was  stated  in  Block  v.  Hlrscli,  as  to  the  respect  due  to  a declaration 
of  this  kind  by  the  legislature  so  far  as  it  relates  to  present  facts.  But  even 
as  to  them  a court  is  not  at  liberty  to  shut  its  eyes  to  an  obvious  mistake, 
when  the  validity  of  the  law  depends  upon  the  truth  of  what  is  declared. 

I call  that  to  your  attention  to  make  a parallel  between  the  refer- 
ence to  an  emergency  on  the  one  hand  and  to  a fact  on  the  other, 
which  in  the  nature  of  things,  does  not  turn  out  to  be  one. 

We  have  two  notable  cases  to  illustrate  the  fact  concerning  acts  of 
Congress  which  referred  to  taxes,  which  the  court  said,  in  effect,  were 
not  taxes,  but  were  attempts  to  regulate  the  conduct  of  States,  or  to 
tell  them  to  adopt  a policy  which  Congress  thought  desirable  for 
them.  Those  are  the  two  cases,  one  found  in  259  United  States,  at 
page  41,  the  Drexel  Furnitwre  Co.  v.  Bailey;  and  the  second  is  the 
case  of  Stafford  v.  'Wallace.,  reference  to  which  is  also  found  in  259 
United  States,  at  pages  69,  70,  and  408. 

The  first  case  was  a case  in  which  Congress  attempted  to  levy  a 
tax  of  10  percent  upon  the  products  of  labor  employed  below  a cer- 
tain age,  or  within  a certain  limitation  as  to  hours  and  as  to  the  char- 
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acter  of  employment,  the  10  percent  tax  being  levied  in  addition  to 
all  other  taxes  due  and  payable. 

The  court  held  in  that  case — and  I quote  from  the  Drexel  Furni- 
ture Co.  V.  Bailey.^  in  259  United  States,  at  page  37 : 

It  is  the  high  duty  and  function  of  this  Court  in  cases  regularly  brought  to 
its  bar  to  decline  to  recognize  or  enforce  seeming  laws  of  Congress,  dealing  with 
subjects  not  entrusted  to  Congress  but  left  or  submitted  by  the  supreme  law  of 
the  land  to  the  control  of  the  States.  We  cannot  avoid  the  duty  even  though 
it  requires  us  to  refuse  to  give  effect  to  legislation  designed  to  promote  the 
highest  good.  The  good  sought  in  unconstitutional  legislation  is  an  insidious 
feature  because  it  leads  citizens  and  legislators  of  good  purpose  to  promote  it 
without  thought  of  the  serious  breach  it  will  make  in  the  ark  of  our  covenant 
or  the  harm  which  will  come  from  breaking  down  recognized  standards.  In 
the  maintenance  of  local  self-government,  on  the  one  hand,  and  the  national 
power  on  the  other,  our  country  has  been  able  to  endure  and  prosper  for  near 
a century  and  a half. 

In  this  case  the  Court  invalidated  the  tax  in  an  8-to-l  decision, 
with  a written  dissent  by  Mr.  Justice  Clark,  the  opinion  of  the  Court 
being  delivered  by  Chief  Justice  Taft. 

The  second  case  I want  to  refer  to  is  the  case  of  Btoefford  v. 
TT  allace. 

There  was  at  issue  in  that  case  a tax  levied  upon  the  sale,  or  con- 
tracts for  the  future  sale,  of  grain  at  20  cents  a bushel,  and  the 
court  held  in  the  proceeding  that  grew  out  of  that  case  that  this 
was  not  exercising  the  taxing  power  of  Congress,  although  it  was 
in  the  form  of  a tax,  but  was  intended  to  undertake  to  require  the 
grain  exchanges  to  adopt  the  policy  which  Congress  sought  to  im- 
pose upon  them,  and  that  it  was  not  an  exercise  of  the  commerce 
power  because  those  were  wholly  local  contracts  made  within  a 
single  State  and  made  between  members  of  the  exchange  and  citi- 
zens of  that  State. 

I v/ant  now  to  call  your  attention  to  the  decision  in  the  case  of 
Mellon  V.  Florida.,  in  273  United  States,  in  which  case  the  State  of 
Florida,  which  did  not  levy  an  estate  tax,  undertook  to  prevent  the 
collection  of  the  estate  tax  by  the  United  States,  on  the  ground  that 
because  it  did  not  have  an  estate  tax  it  would  not  be  possible  for  a 
citizen  to  receive  credit  in  the  tax  levied  iqion  any  estate  in  Florida, 
and  therefore  it  sought  to  enjoin  the  Secretary  of  the  Treasury  from 
collecting  the  estate  tax  in  Florida. 

The  court  declined  to  permit  Florida  to  procure  that  injunction 
against  the  Secretary  of  the  Treasury  or  the  collector  of  customs, 
and  pointed  out  that  the  policy  of  Congress  with  respect  to  the  col- 
lection of  taxes  in  the  exercise  of  its  power  would  not  depend  upon 
the  kind  of  taxes  in  the  different  States,  but  each  State  was  free 
to  levy  the  kind  of  tax  it  chose. 

The  second  thing  it  called  attention  to  was  that  a tax  is  the  com- 
pulsory taking  of  the  private  property  of  the  citizen  for  the  purpose 
of  the  support  of  the  sovereignty  or  government  which  levied  the 
tax.  That  is  the  test  of  what  constitutes  a tax. 

When,  under  the  color  of  taxation,  a penalty  is  levied,  or  an  at- 
tempt is  made  to  impose  a penalty  or  to  compel  an  independent 
sovereignty  or  individual  to  pursue  a certain  line  of  conduct,  and 
the  court  takes  notice  of  the  fact  that  what  is  done  is  the  endeavor 
to  exercise  a forbidden  power  under  the  color  of  a permissive  power, 
or  to  endeavor  to  control  the  regulation  of  production  under  the 
^uise  of  levying  a Federal  tax. 
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The  Federal  tax,  on  the  face  of  it,  was  not  intended  to  raise 
revenue,  but  was  intended  to  control  the  regulation  of  the  local 
conditions  of  production. 

As  to  the  tax  that  is  proposed  in  the  bill  that  is  before  you,  the 
pay-roll  tax,  you  can  readily  yourselves  answer  the  question  by 
asking : What  is  the  purpose  of  this  tax  ? 

Is  the  purpose  of  this  tax  to  raise  revenue  for  the  Federal  Gov- 
ernment? It  is  not;  but  if  it  were  successful  in  raising  revenue 
for  the  Federal  Government  the  bill  itself  would  be  a failure,  be- 
cause, according  to  the  proponents  of  the  legislation,  the  tax  levied 
will  not  be  used  for  Federal  purposes,  but  it  will  be  used  by  those 
against  whom  the  State  may  levy  compensation  legislation,  and 
receiving  credit,  and  they  will  return  it  to  them.  In  other  words,, 
there  is  no  suggestion,  of  course,  or  imputation  against  the  motives 
of  Congress.  That  is  not  within  the  power  of  any  court,  and  it 
would  not  be  within  the  purpose  of  anyone  appearing  before  you. 

What  I call  attention  to  is  that  the  proposed  statute,  as  it  is 
worded,  defeats  its  own  purpose,  which,  in  this  instance,  is  to  raise 
revenue  for  the  Federal  Government,  and  it  carries  the  evidence 
that  it  is  not  intended  to  be  a taxing  statute,  but  that  it  is  intended 
to  be  a regulatory  statute. 

It  would  be,  in  this  instance,  you  gentlemen  will  clearly  admit, 
a complete  failure  if  it  succeeded  in  raising  revenue  which  the  Fed- 
eral Government  retained,  instead  of  raising  revenue  which  the  State 
recaptured  if  it  conformed  to  the  requirements  imposed  by  the  Fed- 
eral Government,  carrying  out  the  will  of  Congress,  as  laid  down 
in  legislation.  Therefore,  I say  it  is  a regulatory  statute. 

That  is  made  completely  and  clearly  evident  as  you  pursue  the 
language  of  the  statute  itself. 

For  example,  in  the  Florida  case,  to  which  I called  your  attention, 
it  was  perfectly  evident  that  the  Congress  was  not  enacting  an  estate 
tax  for  the  purpose  of  endeavoring  to  get  any  other  State  to  enact 
an  estate  tax.  There  were  only  three  States  in  the  Union  that  did 
not  have  an  estate  tax  when  the  legislation  was  enacted  by  the  Fed- 
eral Congress ; only  those  three  States  had  not  enacted  an  estate  tax. 
Florida  was  forbidden  to  have  such  a tax  by  the  nature  of  its  consti- 
tution. Just  as  is  stated  there,  there  are  no  States  today  which,  bj’ 
the  nature  of  their  constitution,  would  not  be  permitted  to  transfer- 
their  funds  to  the  Treasury,  which  would  be  required  as  a condition 
of  receiving  Federal  assistance  under  this  act.  That  passing  remark 
is  merely  illustrative  of  the  analogy. 

In  connection  with  the  estate  tax,  the  regulation  of  the  credit  was 
entirely  within  the  power  of  the  individual  who  was  taxed.  In 
other  words,  any  individual  who  was  obligated  to  pay  an  estate  tax 
in  any  State  under  the  Federal  law  coukl  recover  his  credit  by  his 
own  act;  that  is,  by  the  payment  of  that  tax  to  the  Government. 

Under  the  legislation  that  is  before  you  no  individual  can  recover 
his  credit  by  his  own  act.  His  credit  would  be  dependent  entirely 
upon  the  act  of  the  State  and  not  upon  his  own  act.  But  the  pay- 
ment of  the  Federal  tax  by  the  individual  authorizes  the  individual 
to  receive  the  credit  which  is  provided  for  in  the  law. 

As  you  examine  this  legislation  piece  by  piece — and,  of  course, 
the  repeated  statements  of  its  proponents  makes  it  practically  un- 
necessary— you  perceive  again  and  again  that  the  whole  legislation,. 
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upon  its  face,  is  pointed  to  one  result,  and  that  is  to  secure  State 
legislation  upon  a subject  on  which  the  States  have  not  legislated 
and  which  under  the  tenth  amendment  is  not  only  under  their  con- 
trol but  which  they  are  free  to  accept  or  reject. 

And  what  is  here  proposed  is  that  unless  the  States  do  act  that  a 
tax  will  be  levied  upon  their  citizens  which  they  cannot  recover  and 
which  will  lessen  their  taxing  power.  But  with  the  mere  question 
of  the  lessening  of  their  taxing  power  we  do  not  here  deal;  that 
is,  that  the  legislation  on  its  face  is  intended  to  obtain  Federal 
revenue  to  be  used  for  Federal  purposes,  but,  as  I say,  on  the  basis 
of  this  statute  it  is  not  intended  to  raise  revenue  for  Federal  pur- 
poses, because  if  the  revenue  were  raised  and  retained  by  the  Federal 
Government  the  legislation  would  be  a failure. 

So,  paradoxical  as  it  may  seem,  the  success  of  this  bill  as  a revenue 
measure  depends  upon  its  failure  to  produce  revenue  for  the  Federal 
Government. 

I call  the  committee’s  attention  to  this;  of  course,  there  are  many 
other  forms  of  taxation  to  which  the  committee  can  address  itself. 

We  have  reached  the  point  of  recognizing  as  we  have  that  in  a 
situation  such  as  the  one  presented  to  us,  when  the  States  are  unable, 
out  of  their  own  revenues,  to  provide  for  the  needs  of  their  own 
citizens,  at  that  point  there  is  justification  for  direct  Federal  aid, 
and  that  has  been  accepted  by  contemporaneous  legislation  and 
action,  and  that  situation  is  here. 

I do  not  want  to  take  the  time  of  the  committee  to  discuss  other 
aspects  of  the  legislation,  but  in  principle  what  I have  directed  your 
attention  to  represents  the  three  points,  it  seems  to  me,  in  the  con- 
sideration of  the  legislation  w’hich  ought  to  have  your  particular 
attention. 

First,  that  this  legislation,  instead  of  having  the  effect  which  has 
been  suggested  by  the  distinguished  Senator  from  New  York,  and 
by  the  Secretary  of  Labor  in  her  appearance,  if  it  is  just  a minimum 
tax,  is  a very  trifling  matter  that  will  be  readily  passed  on.  But  the 
national  labor  organizations  have  urged  that  there  should  be  a pro- 
vision in  the  law  to  the  effect  that  the  States  should  be  prohibited 
from  passing  any  act  which  would  require  joint  contributions,  be- 
cause obviously  then  the  worker  would  be  taxed  twice.  He  would  be 
taxed  by  his  contribution  through  the  Federal  earning  tax,  and  the 
second  time  in  the  price  of  the  product  which  carries  forward  the  tax. 

I wanted  to  call  the  attention  of  the  committee  to  the  fact  that  as  a 
practical  matter  the  tax  in  many  instances  cannot  be  passed  on;  it 
will  not  be  absorbed.  And,  secondly,  it  is  not  levied  on  the  basis  of 
ability  to  buy,  because  it  makes  no  distinction  between  business  oper- 
ating at  a loss  or  a profit,  so  the  pay  roll  will  be  the  same  in  many 
businesses,  particularly  in  smaller  businesses  whose  capital  has  suf- 
fered severe  losses  in  the  course  of  this  depression,  and  they  have 
reached  the  cracking  point,  where  the  strain  will  be  too  great  for 
them  to  bear,  especially  because  they  may  be  engaged  in  a line  of 
enterprise  in  which  the  labor  cost  runs  into  the  higher  brackets. 

In  the  third  place,  I call  your  particular  attention  to  the  nature  of 
the  tax  itself.  By  the  frequent  interpretations  of  the  Supreme  Court 
of  the  United  States,  and  by  the  character  of  this  tax,  upon  its  very 
face  it  is  not  intended  to  raise  Federal  revenue  for  purposes  under 
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which  the  Federal  Government  may  operate;  that  the  very  success  of 
the  bill  itself  and  the  operation  of  it  depends  entirely  on  the  failure 
of  the  tax  it  is  expected  to  raise. 

Mr.  Hill.  You  are  dealing  in  your  statement  exclusively  with  the 
title  of  the  bill  which  provides  for  unemployment  compensation? 

Mr.  Emery.  Yes;  I do  that  particularly  in  connection  with  this 
particular  bill  because  you  have  two  features  under  the  sixth  title 
and  they  are  carried  over  to  some  extent  into  the  old-age  proposi- 
tion; but  there  you  havetwo  conditions  which  have  to  be  met.  First, 
the  conditions  under  which  the  employer  paying  the  tax  may  re- 
cover credit;  and,  second,  the  condition  under  which  the  State  may 
receive  its  installment. 

They  must  be  distinguished  because,  as  you  examine  this  statute, 
you  will  see  that  although  the  State  may  comply  with  the  require- 
ments which  would  entitle  the  employer  to  recover  the  credit,  the 
State  will  not  secure  the  payment  of  the  installments  to  which  it  is 
entitled  unless,  in  addition  to  that,  it  shall  administer  the  law  so 
that  it  complies  with  the  Federal  requirements  in  a way  to  satisfy 
the  Federal  Administrator. 

If  you  will  look  at  these  proposals  you  will  see  another  interesting 
angle  to  this  under  the  definition  of  States  in  the  law.  Under  that 
definition  it  includes  the  District  of  Columbia. 

The  District  of  Columbia,  in  order  to  avail  itself  of  the  provisions 
of  this  act  and  become  qualified  to  receive  assistance  from  the  Con- 
gress, either  for  the  aged  or  for  unemployment  compensation,  would 
have  to  present,  and  it  could  not  present  it  in  any  other  way  except 
through  Congress,  an  act  which  would  be  submitted  to  the  Federal 
Administrator  to  determine  wl>ether  or  not  the  Congress  had  com- 
plied with  its  own  law  and  became  qualified  to  receive  the  assistance 
which  it  had  provided  for  others,  and  in  this  case  for  itself. 

Mr.  Hill.  As  to  the  question  of  the  levying  of  the  tax  against 
an  employer  by  the  Federal  Government  uncler  this  bill  and  the 
credit  provision  for  securing  credit  to  the  employer,  what  is  the  dis- 
tinction between  that  provision  and  the  estate  tax,  or  the  credit 
under  the  Estate  Tax  Act  to  which  the  taxpayer  of  the  State  might 
be  entitled? 

Mr.  Emery.  In  the  first  place,  in  the  estate  tax  the  Federal  Gov- 
ernment was  levying  a tax  to  increase  its  own  revenue  to  support  its 
own  purposes,  and  clearly  for  purposes  over  which  it  had  complete 
authority.  But  in  this  case  it  is  not  levying  a tax  to  secure  revenue. 

Mr.  Hill.  We  are  not  attempting  to  say  to  the  State  what  it  shall 
do,  so  far  as  the  Federal  Government  is  concerned. 

Mr.  Emery.  On  the  face  of  the  act,  you  are  not  attempting  to 
raise  revenue  for  Federal  purposes;  you  are  endeavoring  to  raise 
revenue  and  to  turn  it  over  because  the  States  have  received  credit 
against  it. 

Mr.  Hill.  I wanted  to  question  you  on  this  one  point : You  made 
two  principal  points,  the  first  one  that  deals  with  the  levying  of  a 
Federal  tax  on  employers,  granting  credit  to  an  employer  of  up  to 
90  percent  of  the  tax  he  may  pay  within  the  State.  And  the  second 
is  whether  or  not  the  tax  that  the  Federal  Government  levies  is  for 
revenue. 

Mr.  Emery.  Yes. 
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Mr.  Hill.  I wanted  to  direct  your  attention  to  the  first  point 
and  ask  you  to  make  the  distinction  so  far  as  the  tax  itself  and  the 
credit  to  the  taxpayer  is  concerned.  What  is  the  distinction  between 
the  provisions  of  this  bill  and  the  provisions  under  the  estate  tax 
as  to  the  credit  allowed  to  the  taxpayer  under  that  act? 

Mr.  Emery.  In  the  first  place,  the  credit  allowed  to  the  employer 
is  dependent  upon  his  own  act.  In  the  estate  tax  that  is  dependent 
upon  the  payment  of  the  tax  upon  which  he  receives  credit  from 
the  Federal  Government,  and  he  pays  that  to  the  Federal  Govern- 
ment. 

In  this  case  no  act  of  the  employer  can  recover  his  credit;  he  is 
dependent  for  the  recovery  of  his  credit  entirely  upon  the  act  of 
the  State  of  which  he  is  a citizen. 

So  the  purpose  of  the  Federal  tax  in  the  case  of  the  estate  tax 
was  to  raise  revenue,  and  the  recovery  was  directly  to  the  person 
who  paid  it,  for  his  own  use. 

In  the  second  case,  the  tax  is  levied  against  the  estate  of  the  em- 
ployer, and  the  credit  may  not  be  recovered  by  him  by  an  act  on 
his  own  part  but  only  by  the  act  of  the  State.  Therefore,  the  re- 
covery of  the  credit  is  dependent  upon  the  determination  of  the 
State. 

Mr.  Hill.  Is  not  that  true  of  the  estate  tax  ? 

Mr.  Emery.  No,  sir;  because  to  make  a comparison  between  the 
two,  you  would  have  to  make  the  recovery  of  the  estate  tax  de- 
pendent upon  the  adoption  in  the  State  of  the  Federal  policy  pro- 
posed for  its  expenditure. 

Mr.  Hill.  I am  talking  purely  about  the  taxpayer  himself,  leav- 
ing out  of  consideration  what  this  does  by  way  of  regulation,  as  you 
call  it,  of  the  State’s  conduct. 

So  far  as  the  employer  is  concerned,  he  is  the  taxpayer  in  this  bill, 
and  in  the  estate  tax  matter  the  taxpayer  gets  credit  provided  the 
State  levies  a tax  against  his  estate;  but  if  the  State  does  not  levy 
a tax  against  the  estate,  then  he  is  entitled  to  a credit. 

In  this  case,  if  the  State  enacts  no  unemployment  compensation  law 
which  would  require  the  employer  within  the  State  to  pay  the  tax 
to  the  State,  it  would  get  no  credit  as  against  the  3 percent. 

Mr.  Emery.  There  is  a provision  against  double  taxation.  But  in 
the  second  place,  Mr.  Hill,  the  essentials  of  a tax  are  not  here  pres- 
ent, because  it  is  not  a levy  for  producing  revenue ; it  is  to  produce 
or  regulate  conduct. 

Mr.  Hill.  I will  come  to  that  point  directly.  I wanted  to  have 
some  light  on  the  first  point.  I think  you  have  answered  it  as  fully 
as  you  can. 

Suppose  an  employer  gets  full  credit  of  90  percent  against  the 
Federal  tax. 

Mr.  Emery.  Although  the  levy  was  never  made  under  the  provi- 
sions of  the  bill. 

Mr.  Hill.  Assuming  that  he  gets  this  credit,  and  assuming  that 
he  gets  90  percent  credit,  there  is  10  percent  of  the  3 percent  that 
goes  into  the  F ederal  Treasury.  Is  that  earmarked  ? 

Mr.  Emery.  No,  sir. 

Mr.  Hill.  It  can  be  used  for  any  Federal  purpose,  can  it  not;  it  is 
revenue  in  the  Federal  Treasury? 
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Mr.  Emery.  If  the  Federal  Government  gets  it. 

Mr.  Hill.  That  is  the  object  of  the  bill. 

Mr.  Emery.  I cannot  agree  that  that  is  the  object  of  the  bill.  The 
object  of  the  bill  is  to  get  the  State  to  get  it 

Mr.  Hill  (interposing).  Under  this  bill  the  Federal  Government 
would  get  at  least  10  percent  of  the  3-percent  levy  against  the  em- 
ployer; is  not  that  true? 

Mr.  Emery.  Yes. 

Mr.  Hill.  And  it  might  get  more. 

Mr.  Emery.  That  would  be  incidental  to  the  major  tax. 

Mr.  Hill.  I am  talking  about  the  revenue  for  the  Treasury.  It 
goes  in  there  as  revenue  for  general  purposes. 

Mr.  Emery.  No,  the  bill  has  very  carefully  provided  that  it  will 
earmark  the  contribution  it  will  receive  from  the  State,  subject  to  the 
management  and  control  of  the  State,  but  it  will  not  earmark  any- 
thing it  receives. 

Mr.  Hill.  It  carries  the  State’s  money  in  a trust  fund. 

Mr.  Emery.  But  not  the  money  raised  by  the  Federal  Government. 

Mr.  Hill.  The  bill  provides  for  a levy  of  a 3-percent  tax  on  the 
pay  rolls  to  be  paid  by  employers,  regardless  of  the  situation  in  all 
the  States. 

If  a State  should  not  enact  any  unemployment  compensation  law 
whereby  it  would  collect  a tax  from  the  employers  or  others  to  go 
into  that  fund,  all  of  the  3 percent  levied  by  the  Federal  Government 
would  go  into  the  Federal  Treasury  without  any  earmarks,  go  into  the 
general  fund,  to  be  appropriated  and  expended  for  any  purpose 
which  Congress  might  desire;  is  not  that  true? 

Mr.  Emery.  Yes,  sir. 

Mr.  Hill.  Then  it  is  a revenue  proposition,  is  it  not  ? 

Mr.  Emery.  It  is  incidentally. 

Mr.  Hill.  And  it  goes  into  the  general  Treasury. 

Mr.  Emery.  Incidentally. 

Mr.  Hill.  It  can  be  appropirated  for  any  expenditure  which 
Congress  may  determine  upon.  Why  is  it  not  a revenue  tax?  You 
cannot  say  it  is  put  into  the  Treasury  for  any  specific  purpose. 

Mr.  Emery.  First,  because  it  is  entitled,  “A  bill  to  alleviate  the 
hazards  of  old  age,  unemployment,  illness,  and  dependency,  to  estab- 
lish a social  insurance  board  in  the  Department  of  Labor,  to  raise 
revenue,  and  for  other  purposes.” 

Mr.  Hill.  Yes. 

Mr.  Emery.  That  is  the  secondary  purpose;  but  the  major  object 
of  the  bill,  by  the  form  of  the  proposal,  on  its  face,  is  not  that. 

Mr.  Hill.  I think  we  can  all  take  notice  of  the  fact  that  in  order 
to  accomplish  the  purposes  specified  in  the  title  it  is  necessary  to 
have  revenue. 

Mr.  Emery.  Yes,  sir ; it  is  necessary  for  the  States  to  have  revenue. 

Mr.  Hill.  I am  talking  about  the  Federal  Government  now.  The 
Federal  Government  has  some  part  of  this,  and  the  revenue  received 
from  the  Federal  tax  of  3 percent,  whether  it  is  the  full  3 percent 
or  whether  it  is  3 percent  less  a certain  credit  which  may  be  allowed 
to  the  employer,  goes  into  the  Federal  Treasury,  into  the  general 
fund,  and  it  could  be  paid  out  by  appropriations  for  Congress  for 
whatever  purpose  Congress  may  desire. 
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Mr.  Treadway.  May  I ask  one  question?  Your  objection  has  been 
largely  directed  toward  the  tax  feature  of  this  measure,  has  it  not? 
Mr.  Emery.  The  committee  has  heard  so  much  of  the  discus- 


sion— 

Mr.  Treadway.  The  drift  of  your  argument  is  against  the  provi- 
sion whereby  money  is  raised  to  carry  out  the  provisions  of  the 
proposed  measure;  is  that  correct? 

Mr.  Emery.  That  is  on  the  legal  aspect  of  it.  I would  extend 
that.  I have  called  attention  to  the  uncertain  character  of  the  tax. 
In  addition,  I have  called  attention  to  the  general  condition  in  which 
we  find  ourselves,  and  the  way  in  which  we  are  approaching  it, 
from  so  many  other  different  directions,  all  of  which  multiply  the 
difficulty  of  carrying  the  burden  and  multiply  the  difficulty  of  main- 
taining employment. 

Mr.  Treadway.  If  it  is  found  that  Congress  is  inclined  to  adopt 
the  general  provisions  of  the  eight  titles  included  within  this  bill, 
have  you  any  suggestions  of  any  other  way  the  expenses  can  be  met  ? 

Mr.  Emery.  Of  course,  that  carries  one  into  another  and  very 
differing  theory  of  taxation.  We  strongly  believe,  and  have  for  a 
long  time,  Mr.  Treadway,  that  the  unfortunate  conflict  that  exists 
between  State  and  Federal  taxation  is  leading  to  overwhelming 
burdens  on  the  States  by  virtue  of  the  fact  that  the  Federal  Govem- 
men  competes  with  the  State  in  every  field  of  taxation  except  the 
taxation  of  realty  and  imports. 

Mr.  Treadway.  Could  you  not  to  a certain  extent  put  it  the  other 
way  around,  the  States  compete  with  the  Federal  Government  in 
the  forms  of  taxation  ? 

Mr.  Emery.  The  States  have  only  two  sources  that  the  Federal 
Government  does  not  tax  out  of  which  they  can  raise  revenue  for 
support — or  only  one ; that  is,  realty. 

Mr.  Treadway.  I did  not  mean  to  interrupt  you,  but  the  nature  of 
my  inquiry  was,  to  get  back,  I recognize  for  one  the  merits  of  the 
proposition  included  under  these  eight  titles. 

Mr.  Emery.  Yes,  sir. 

Mr.  Treadway.  I personally  would  very  much  prefer  to  see  that 
separated.  I doubt  very  much  if  we  have  worked  out  a practical 
solution  of  the  problems.  But,  nevertheless,  I do  not  believe  a great 
many  question  the  desirability  of  protection  against  old  age  or  some 
form  of  protection  against  unemployment  and  aid  to  mothers  and 
children,  and  public  health,  the  subject  matter  of  this  measure. 

Mr.  Emery.  That  is  an  objective,  as  distinguished  from  a method 
of  accomplishment. 

Mr.  Treadway.  Certainly,  the  objective  we  approve  of;  every  citi- 
zen undoubtedly  must.  But  how  to  carry  out  the  objective  is  another 
question.  I gather  that  you  are  particularly  opposing  the  method 
of  paying  the  bill. 

Mr.  Emery.  Yes,  sir. 

Mr.  Treadway.  Can  you  offer  us  any  suggestion  of  a different 
method  of  paying,  or  would  you  prefer  not  to  legislate  in  this  way 
at  all  ? 

Mr.  Emery.  Temporarily,  Mr.  Chairman,  there  is  excuse  for  Fed- 
f ral  assistance  in  relieving  indigents,  from  whatever  cause  they  may 
exist.  I think  the  bill,  if  we  could  suggest  it,  should  be  limited  to 
temporary  rather  than  to  permanent  legislation,  until  we  can  under- 
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stand  how  it  operates.  Its  division  in  subjects  would  greatly  help 
the  matter,  because  it  is  highly  complicated  in  its  draftsmanship  by 
virtue  of  the  relationships  established  throughout  the  bill  between 
its  varying  parts.  Some  are  sandwiched  in  between  others.  The 
separation  of  the  four  major  subjects  of  consideration  would  sim- 
plify the  consideration  of  the  bill.  If,  instead  of  requiring  the  States 
to  conform  to  the  standards  which  the  Federal  Government  lays 
down  in  the  bill,  and  which  in  some  instances,  considered  by  them- 
selves, I think,  are  quite  unfair,  the  States  would  be  left  free  to  act, 
and  be  given  Federal  assistance  without  an  endeavor  by  the  Federal 
Government  to  undertake  to  compel  them  to  adopt  a policy  which 
seemed  good  to  it  as  a condition  of  receiving  temporary  assistance, 
I think  we  can  approach  it  in  another  way. 

In  other  words,  if,  to  the  extent  that  assistance  was  given  by  the 
Federal  Government,  the  proceeds  were  taken  out  of  general  instead 
of  special  taxation,  and  the  attempt  was  made  to  approximate  a 
balancing  of  the  budget  which  would  excuse  the  further  taxation 
that  was  made,  because  until  we  do  balance  the  Budget  or  approxi- 
mate the  balancing  of  the  Budget  or  approach  it  with  the  cumula- 
tive deficit  that  we  now  have  of  nearly  $15,000,000,000,  we  cannot 
hope  to  restore  that  sense  of  confidence  and  that  willingness  to 
accept  long-term  commitments  to  the  future  that  is  essential  particu- 
larly in  the  heavier-goods  industries  to  the  revival  of  business  therein,, 
and  that  is  the  pool  of  our  unemplo3unent  today. 

Mr.  Treadway.  Let  me  get  you.  The  lack  of  confidence  on  the 
part  of  the  heavj^-goods  manufacturers? 

Mr.  Emery.  The  general  lack  of  confidence;  that  is,  the  uncer- 
tainty that  is  in  the  mind  of  every  man  today  that  has  to  make 
commitments  to  the  future  to  carry  business  forward,  according  to 
the  nature  of  his  business.  I say  it  is  particularly  true  of  the 
heavy-goods  industries,  that  the  commitments  have  to  be  for  a very 
much  longer  term  because  they  are  paid  very  slowly  over  a period 
of  years  and  not  quickly.  Therefore,  it  is  essential  to  the  revival 
of  those  industries  that  there  should  l3e  such  certainty  with  regard 
to  the  public  policy  that  men  dare  to  make  those  commitments  and 
take  the  risks  that  are  involved  in  the  conduct  of  that  kind  of 
business. 

Mr.  Treadway.  Then  I gather  that  you,  representing  these  indus- 
tries, consider  that  the  method  of  procedure  under  which  the  Con- 
gress is  now  acting,  bringing  up  new  legislation  from  day  to  day, 
no  matter  where  it  comes  from,  is  not  in  conformity  with  your  under- 
standing of  the  reestablishment  of  confidence  by  industry  ? 

Mr.  Emery.  No,  Mr.  Chairman.  It  must  be  obvious  that  with  the 
relationship  that  public  policy  has  to  industrial  progress  today,  the 
anxieties  that  are  excited  by  a period  of  new  proposals  coming 
from  any  source 

Mr.  Treadway.  You  think  it  is  the  real  cause  of  the  depression 
at  the  present  time,  or  the  lack  of  revival  of  business? 

Mr.  Emery.  I do  not  say  the  cause,  but  I think  it  tends  to  prolong 
it  and  obstructs  recovery. 

Mr.  Treadway.  There  has  been  a suggestion  offered,  not  in  the 
bill,  of  course,  but  by  a witness,  that  a lump-sum  appropriation 
should  be  made  by  Congress  and  apportioned  in  some  fair  manner 
to  the  States.  In  your  judgment  would  it  be  preferable  to  handle 
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these  questions  involyed  in  this  bill  that  way,  rather  than  to  desig- 
nate individual  appropriations? 

Mr.  Emery.  You  mean  temporary  or  permanent? 

Mr.  Treadway.  I suppose  what  we  are  setting  up  is  pretty  likely 
to  be  permanent,  is  it  not  ? 

Mr.  Emery.  I do  feel  entirely  different  on  that,  because  I do  not 
think  that  with  the  inadequate  consideration  that  has  been  given 
ro  this  subject  matter  we  are  prepared  to  commit  the  country  to 
a permanent  plan  involving  such  enormous  expenditures  for  the 
future.  The  British  system,  which  is  most  closely  allied  to  our  own 
by  virtue  of  the  community  of  tradition  and  experience,  had  4 years 
of  inquiry  before  its  first  legislation  was  enacted,  and  after  20  years 
experience  with  the  legislation  the  Balfour  committee  reported  after 
2 years  of  further  study  of  their  own  experience  under  the  plan,  and 
after  they  had  been  confronted  with  insolvency. 

Mr.  Treadway.  Then  do  you  feel  that  the  passage  of  a bill  similar 
to  the  one  before  us  will  increase  the  retarding  of  business  recovery  ? 

Mr.  Emery.  I think  the  incidental  costs  to  it  will  be  a contributing 
factor  to  uncertainty  with  regard  to  the  future. 

Mr.  Reed.  I was  very  much  interested  in  your  statement  in  regard 
to  the  tendency  of  this  iDill  if  enacted  into  law  to  lead  to  the  mechani- 
zation of  industry.  How  serious  do  you  think  that  would  be,  Mr. 
Emery  ? How  far  would  it  go  ? 

Mr.  Emery.  Of  course,  you  cannot  speak  of  that  in  definite  terms, 
but  you  can  speak  of  it  as  an  obvious  impulse  from  the  circumstances 
which  incite  it.  That  is,  if  you  increase  the  cost  of  employment  of 
men,  the  tendency  is  to  employ  a machine  which  would  be  less  ex- 
pensive and  which  would  not  subject  you  immediately  to  a tax.  I 
mean  that  the  more  highly  mechanized  the  industry  is  the  more  the 
operation  can  be  performed  mechanically,  the  greater  is  the  tempta- 
tion to  its  employment. 

Mr.  Reed.  That  would  be,  you  feel,  the  tendency  of  this  legislation  ? 

Mr.  Emery.  It  would  be  a tendency  in  the  industries  where  the 
labor  cost  is  high.  The  higher  it  is,  the  greater  would  be  the  inclina- 
tion. It  depends  entirely  on  the  possession  of  the  capital  to  do  it. 

Mr.  Reed.  You  spoke  about  these  industries  running  very  close  to 
the  margin  of  the  cost  of  production  at  the  present  time,  and  running 
in  the  red. 

Mr.  Emery.  Yes.  I speak  particularly,  too,  of  highly  competitive 
industries.  Take  the  situation  in  coal  today  with  competitive  fuels, 
with  oil,  gas,  and  water  power  threatening  not  merely  the  throne,  but 
threatening  the  life  of  Old  King  Coal,  who  long  since  lost  his  throne. 

Mr.  Reed.  Take  the  small  industries  that  are  having  hard  work 
under  present  conditions  even  to  go  at  all.  If  they  were  faced  with 
a tax,  the  small  industries  which  are  barely  existing,  they  would  have 
no  funds,  no  reserves,  no  credit  to  enable  them  to  mechanize  their 
industries.  Consequently,  they  could  not  bear  the  burden  and  could 
not  meet  it  anyway,  could  they? 

Mr.  Emery.  You  take  small  industries  where  the  unit  labor  cost 
is  high,  that  is,  where  the  proportion  of  labor  to  the  cost  of  the 
product  is  great,  say  30  or  40  or  50  percent  on  the  cost  of  the  product 
itself,  then  when  you  put  on  a 1,  2,  or  3 percent  pay-roll  tax,  that 
will  operate  in  accordance  with  the  relation  between  the  labor  cost 
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of  the  product  and  the  percentage  of  the  tax  to  create  a percentage 
of  the  cost  as  against  the  labor  involved,  and  may  run  to  3,  4,  or  5 
percent,  or  20  percent. 

Mr.  Eeed.  I am  very  much  in  sympathy  with  the  objectives  of  the 
bill,  but  I do  see  tlie  dangers  of  industry  attempting  to  relieve  itself 
of  this  cost  burden  by  putting  in  the  machinery  that  will  eliminate 
literally  thousands  of  men.  That  has  been  a very  live  subject, 
agitated  in  Congress  for  several  years,  that  much  of  this  trouble 
was  caused  by  the  mechanization  of  industry,  the  machine  age.  I 
can  see  where  this  would  tend  to  accentuate  that  condition. 

Mr.  Emery.  It  tends  to  accentuate  it  in  the  sense  that  it  makes 
emplo3mient  too  costly,  men  are  driven  by  the  necessity  of  self- 
preservation  to  find  a less  costly  method  of  sustaining  themselves. 
The  moment  you  begin  to  consider  every  additional  employee  as  an 
additional  source  of  tax,  it  operates  just  as  in  workmen’s  compensa- 
tion. When  the  charges  became  so  heavy  in  workmen’s  compensa- 
tion, it  became  necessary  in  industries  then  to  see  that  healthy  men 
were  employed.  It  meant  that  a man  hesitated  to  employ  a risk 
not  because  he  did  not  desire  to  employ  men,  not  because  he  was  not 
anxious  to  do  it,  but  because  he  could  not  continue  to  employ  risks 
under  the  condition  in  which  his  business  operated.  These  are  per- 
fectly human  considerations,  that  are  the  motive  powers  of  human 
action.  I call  them  to  your  attention  not  because  men  desire  to  do 
these  things,  but  because  they  ai‘e  forced  b}^  the  circumstance  of 
public  policy  to  pursue  a particular  course. 

Mr.  Knutson.  Carrying  Mr.  Treadway’s  thought  a little  farther, 
do  you  think,  Mr.  Emery,  that  a tax  on  pay  rolls  is  preferable  to  a 
manufacturer’s  sales  tax?  We  are  going  to  get  some  legislation 
along  this  line,  you  realize  that. 

Mr.  Emery.  I think  a frank  sales  tax  is  a much  fairer  tax  than 
the  concealed  sales  tax  under  any  circumstance.  I think  this  oper- 
ates as  a concealed  tax.  As  I say,  it  will  be  a tax  that  will  be  redu- 
plicated and  operate  like  a turn-over  tax  in  accordance  with  the 
number  of  pay  rolls  that  are  affected  from  the  raw  material  up  to 
the  finished  product. 

Mr.  Lewis.  Mr.  Emery,  speaking  of  the  inducement  to  mechani- 
zation that  would  be  supplied  by  this  3-percent  tax 

Mr.  Emery.  I speak  of  it  as  one  feature  of  it,  Mr.  Lewis. 

Mr.  Lewis.  Generally,  the  mechanization  of  which  we  are  think- 
ing proves  attractive  to  the  employer  because  of  the  expenditures 
which  he  can  eliminate.  If  he  can  eliminate  the  cost  of  a man’s 
wages  he  is  eliminating  100  percent  there.  Under  the  operation  of 
this  bill  he  would  be  eliminating  100  percent  plus  3 percent.  What 
I mean  is  that  we  can  reduce  this  to  figures,  to  percentage.  He  is 
under  a motive  now  to  mechanize  to  the  degree  he  can  eliminate 
the  wages  of  employees  100  percent.  We  will  add  3 percent  to  it. 
Do  you  think  that  mechanization  is  going  to  be  affected,  really  seri- 
ously affected,  by  the  addition  of  3 percent  to  the  100  percent? 

Mr.  Emery.  I do  not  know  that  I get  that. 

Mr.  Lewis.  If  my  employer  is  paying  me  $1,200  a year  he  would 
be  under  an  inducement  now  to  take  a machine  that  would  eliminate 
that  $1,200  expense.  After  this  bill  passed  he  would  be  under  that 
same  inducement,  plus  $36,  3 percent  on  $1,200.  In  other  words, 
he  would  have  $1,236  to  gain  instead  of  $1,200.  Do  you  think  that 
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circumstance  is  one  that  ought  to  deter  a Congress  from  acting  in 
a situation  presenting  such  peremptory  and  paramount  needs  as 
unemployment  in  the  United  States? 

Mr.  Emeky.  If  that  were  the  only  consideration  it  would  not 
operate,  but  it  does  not  happen  to  be  the  only  consideration.  You 
have  many  circumstances. 

Mr.  Lewis.  This  is  the  one  that  you  discussed  and  that  I am 
analyzing  at  the  moment. 

Mr.  Emery.  Of  course,  Mr.  Lewis,  if  you  will  permit  me,  you  are 
speaking  of  it  in  terms  of  its  effect  upon  one  person,  upon  the  saving 
of  a pay  roll  by  the  cost  of  the  tax  to  one  person.  Of  course,  what 
would  be  an  inducement  would  be  if  it  affected  several  hundred  per- 
sons or  several  thousand  persons. 

Mr.  Lewis.  The  inducement  would  remain  just  the  same  in  each 
case  as  the  present  inducement.  You  are  adding  only  3 percent  to  it. 

Mr.  Emery.  If  it  affected  quite  a large  number  of  persons,  and 
was  a consideration  which,  added  to  others 

Mr.  Leivis.  There  are,  of  course,  other  considerations. 

Mr.  Emery.  These  things  are  done  as  the  sum  of  a number  of  things 
and  not  merely  because  of  one  thing.  That  is  all  I want  to  make 
clear. 

Mr.  Lewis.  In  support  of  the  suggestion  you  spoke  of  a rather  dis- 
appointing circumstance  in  connection  with  the  workmen’s  accident 
compensation.  It  is  doubtless  true  that  many  worthy  persons  are 
denied  employment  because  of  the  circumstance  that  the  prospective 
employer  regards  them  as  a little  more  risky  on  account  of  age. 

Mr.  Emery.  No  ; not  on  account  of  age. 

Mr.  Lewis.  Or  on  account  of  other  circumstances. 

Mr.  Emery.  Yes. 

Mr.  Lewis.  I think  accident  compensation  is  costing  about  3 per- 
cent of  wages,  if  I recall  the  figures ; but  in  that  instance  when  the 
employer  turns  Smith  down,  Jones  is  waiting,  who  can  secure  the 
work.  In  other  words,  there  is  a total  saving  of  the  3 percent,  if 
Jones  is  not  a risk  at  all  and  Smith  may  prove  an  actual  peril.  That 
is  true? 

Mr.  Emery.  Yes. 

Mr.  Lewis.  The  cases  are  not  alike  arithmetically  ? 

Mr.  Emery.  No.  The  difference,  Mr.  Lewis,  is  that  in  the  com- 
pensation case  nobody  is  liable  to  be  subjected  to  the  conditions  to 
which  you  refer  unless  he  is  a physical  risk,  but  in  the  bill  that  is 
here  proposed  any  man  who  is  an  applicant  for  employment  becomes 
a tax  risk. 

Mr.  Lewis.  He  would  not  be  employed  under  any  circumstances 
at  an  expense  of  100  percent  of  his  wages  unless  he  were  needed. 

Mr.  Emery.  No,  sir. 

Mr.  Lewis.  Unless  he  produced.  Adding  3 percent  would,  of 
course,  affect  the  situation  3 percent. 

Mr.  Emery.  Of  course,  that  is  only  one  of  the  incidents  of  this 
tax.  We  have  a number  of  others  here.  You  have  a number  of 
taxes  scattered  through  here,  and  you  have  the  prospect  of  a steady 
increase.  Then  we  have,  as  we  look  about,  the  approach  of  taxes 
in  many  forms  from  many  other  directions.  So  that  we  are  not 
sitting  here  in  a vacuum  considering  merely  one  piece  of  taxation. 
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we  are  not  merely  considering  the  cost  of  a matter  like  this  in  the 
light  of  the  policy  proposed  to  be  a very  different  matter,  but  when 
we  sit  here  and  face  it  in  the  condition  in  which  business  finds  itself 
today,  with  new  charges  approaching  from  every  direction  and  with 
the  experience  that  we  have  had  in  the  year  and  a half  in  the  steadily 
rising  costs  of  operation  under  the  variety  of  methods  that  we  have 
been  trying  out  in  the  endeavor  to  meet  the  situation,  we  have  had  a 
continuously  steady  increase  in  the  cost  of  production ; and  I am  not 
looking  at  this  thing  from  the  standpoint  of  the  employer — if  I were 
talking  only  for  his  case,  it  would  be  a matter  of  only  small  conse- 
quence. I am  talking  about  the  effect  of  this  upon  what  we  are 
all  anxious  to  get,  the  general  recovery  of  this  country.  That  gen- 
eral recovery  depends  upon  our  ability  to  enlarge  our  production, 
to  employ  more  people,  and  to  cut  down  and  not  to  raise  up  the 
price  of  goods.  Every  time  we  increase  the  price  of  goods  in  a 
diminishing  market  we  are  diminishing  the  possibility  of  employ- 
ing other  men,  because  we  are  making  it  more  difficult,  and  not  less,  to 
sell  goods.  Until  we  can  market  goods  we  cannot  employ  more  men. 
There  are  no  men  more  anxious  to  do  it  than  the  men  whom  I 
represent  here  today. 

Mr.  Knutson.  M^r.  Emery,  that  is  just  exactly  what  has  been  done 
under  the  N.  R.  A.,  to  increase  the  cost  and  reduce  the  buying  power 
of  the  people,  as  a rule. 

Mr.  Emery.  It  has  operated  variously.  Of  course,  you  cannot 
speak  of  these  things  generally.  They  operate  in  different  terms  in 
different  industries  under  different  conditions. 

Mr.  HiLii  (presiding).  There  will  be  other  questions  by  other 
members.  Can  you  come  back  at  2 o’clock  ? 

Mr.  Emery.  Very  well. 

Mr.  Hill  (presiding).  We  will  adjourn  until  2 o’clock,  when 
Judge  Emery  will  take  the  stand  again. 

(Whereupon  the  committee  at  12:40  p.  m.,  adjourned  until  2 p.  m. 
of  the  same  day.) 

AFTERNOON  SESSION 


The  Chairman.  The  committee  will  be  in  order. 

Are  there  any  further  questions  of  Mr.  Emery  ? 

Mr.  Emery,  you  may  be  excused  for  the  day,  and  so  far  as  I know, 
finally.  However,  in  case  any  member  of  the  committee  desires  you 
to  return,  we  will  communicate  with  you,  and,  if  convenient,  you 
will  come  back ; if  not,  it  will  be  final. 

Thank  you  for  your  appearance  and  the  information  you  have 
given  the  committee. 

Mr.  Emery.  Thank  you  for  your  courtesy,  Mr.  Chairman. 

The  Chairman.  There  being  no  other  witnesses  present,  the  com- 
mittee will  recess  until  10  o’clock  tomorrow  morning. 

(Whereupon,  at  2:12  p.  m.,  the  committee  adjourned  until  10 
a.  m.,  Friday,  Feb.  8,  1935.) 
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